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PART 1
ITEM 1. BUSINESS

Safe Harhor for Forward Looking Statements

Except for historical information contained herein, this section and other parts of this Form 10-K contain “forward-
looking statements” within the meaning of various provisions of the Securities Act of 1933 and the Securities Exchange
Act of 1934, Such forward-looking statements can generally be identified by words such as “will”, “expect”, “intends”,
“believes”, “anticipates”, “should” and words of similar meaning. Firstwave Technologies, Inc. (“Firstwave” or “the
Company”) notes that the forward-looking statements involve a number of risks and uncertainties that could cause actual
results to differ materially from any such statement, such as potential fluctuations in quarterly results due to factors
including delays in purchase decisions and other adverse market conditions, whether the Company will be able to
continue diversification of its revenues, competition and technological developments, the Company’s capital
requirements and other liquidity concerns, the Company’s ability to continie 10 comply with NASDAQ listing
requirements, and the size, timing, and contractual terms of orders, and also the risks and uncertainties discussed under
the caption “Risk Factors” in this Annual Report on Form 10-K. The information set forth herein is provided as of the
date hereof.

General

Headquartered in Atlanta, Georgia, Firstwave is a provider of lead generation, lead nurturing and customer
management and tracking solutions buiit upon a suite of Customer Relationship Management (CRM) products,
Firstwave’s solutions help customers find new prospects, continuously engage these prospects throughout the sales cycle
and maintain contact with customers throughout their lifecycle. Firstwave’s modular internet marketing, sales lead, and
customer management solutions help customers achieve results, The Company was incorporated in October of 1984 in
the State of Georgia, and has one subsidiary, Connect-Care, Inc., acquired in March of 2003, which is incorporated under
the laws of the State of Georgia. Our product solutions include client-server based CRM products, web-based (on
demand or behind the firewall) CRM products and a series of marketing products and services integrated with our CRM
product suite. ’

Firstwave CRM Solutions

Firstwave CRM

Firstwave provides enterprise-wide CRM software solutions in both client/server and web-based architectures. This
allows our customers tremendous flexibility in determining how they would like to purchase, implement and support
their CRM system. By embracing a customer-focused business strategy, Firstwave's CRM solutions help improve an
organization’s efficiency enabling revenue growth, cost containment and customer retention.

Firstwave CRM handles the cellaboration and interaction between workforce, customers and prospects. Through
the use of Firstwave CRM, companies have the ability to increase revenue growth, customer retention and employee
productivity.

Firstwave offers a variety of tools, applications and access options designed to enhance the customer experience
across the entire enterprise. Firstwave client-server CRM consists of the following modules:

First-Sales™ — Manage sales cycle for increased revenue and efficiency

First-Market™ — Marketing campaign and content management

First-Support™ - Increase customer satisfaction, retention and loyalty

First-Survey™ — Keep a pulse on customer preferences through poll and survey management
First-Project™ — Streamline service delivery and project management

First-Quality™ — Close the customer feedback loop and quickly identify product issues




First-Web™ — Reduce customer support costs and improve communication through customized web portal

DataWave — Help maintain a quality database

Firstwave's web-based ( NET architecture) CRM consists of the following modules:
Sales — Manage sales cycles for increased revenue and efficiency
Marketing — Marketing cainpaign tracking and management
Customer Support ~ Increase customer satisfaction, retention and loyalty _ .
Quality — Close the customer feedback loop and quickly identify product issues

Customer Portal — Reduce customer support costs and improve communication through customer web portal
Firstwave Marketing services and products:

Email Marketing Service

. y . . . s ' t - . e s
Firstwave’s technology delivers a very high percentage of email to decision makers’ in-boxes. With Firstwave, it is
not just about the list, or the delivery mechanism or the tracking, it is about results. Through technology, process and
expertise, Firstwave is able to help our customers deliver the most effective message to the right buyer.

Features include:

s Real-time metric dashbdard
s Bchavioral Tracking ‘ : ' , K
¢ Real-time lead quality scoﬁpg on each prospect |

» Automatic unsubscribe accumulation and management

s [Integration with Firstwave sales and marketing‘ modules or third party tools

Lead Nurturing email module
Our lead nurturing email module consists of the following components:
» Newsletters: Email-based publications, custom communications and promotional announcements
+ Surveys: Instant, online market research into customer satiéfactiﬁn, member interests, or employee preference
« Invitations: RSVP tracking and event management for trade shows, meetings, or other events

Together, these modules make “coordinated contact” possiﬁle Our customers can touch their target audiences
multiple times, in multiple ways because Firstwave pr0v1des a vehlcle for recurring, meaningful contact with prospects
Or customers.

Personalization solutions: Thesc solutions allow marketers to send out personalized emails or post cards 10
prospects with a complete loop to a personal URL,

PURL (Personal URLs) — These dynamically derived web pages are personal to the prospect and prov1de a
connection to the outbound direct mail post card or email that was received. As well, full tracking allows the customer
to track interest for all outbound marketing campaigns including direct mail, Additionally, prospects’ interests are scored
based on their behavior on the website.

Variable Data Printing — through a web-based interface, a marketing person can put together a fully integrated
campaign targeted at specific prospects catering to their specific interests and printing post cards with personalized
information, including the prospect’s name. .




Firstwave Technology™

Firstwave Technology is an enterprise-wide CRM solution specifically designed for today’s fast-paced software and
hardware companies. Maintaining our customer-first commitment, Firstwave Technology gives high technology
companies the tools to improve operational efficiency, maximize revenue and legacy investments, and increase customer
satisfaction, loyalty and retention,

Firstwave Technology handles the collaboration and interaction between a company’s workforce, customers and
prospects.

Firstwave’s CRM product suite is built on Microsoft technologies and includes support for multiple databases,
including Oracle and Microsoft SQL. The web-based CRM suite is built on .NET technologies allowing for strong web-
based functionality. In addition to offering support for muttiple database technologies, Firstwave offers a plug-in based
architecture allowing for a flexible approach to changing business logic and new data sources.

TakeControl™

The TakeControl suite consists of CRM systems designed to optimize sales, marketing and customer service
operations through delivering highly functional solutions.

TakeControl Sales creates a virtual sales environment through linking field and office personnel into a powerful
sales team by automating account and opportunity management procedures. Management tools include a report writing
facility, scheduling features, full account and contact details, and graphical analysis tools.

TakeContrel Marketing pinpoints marketing opportunities to support and enhance differing marketing campaigns.
Specializing on capturing the information required from prospects and customers, it delivers key facilities such as call
scripting, mail merge, order taking, and activity scheduling to provide a compilation of simplified, yet precise,
information, :

TakeContrc! Customer Support establishes a support center that builds customer satisfaction and loyalty by
providing support team members with instant access to customer information to quickly log and trouble-shoot problems
whiie shortening response times. It also identifies the trends of calls received within the support center to enable future
improvements based on customer feedback.

Leveraging Strategic Alliances

We market and support our CRM solutions through a combination of limited direct sales channels and the efforts
of our strategic alliance partners, including M1 Global Solutions, Inc. (“M1 Global”). Our relationship with M1 Global
is based on a three-year OEM/Outsourcing Agreement and a Licensing Agreement. M1 Global has licensed the
Firstwave CRM database schema to develop its future products, and is a non-exclusive reseller of Firstwave products.
During the first six months of 2006, M1 Global handled most of the professional services and paid a commission of 20%
of services revenues to Firstwave. Commissions received from M1 Global for professional services for 2({06 were
$72,259. As we have increased our professional services staff since July of 2006, the amount of professional services
provided by Mi Global to our customers, and the commissions received from M1 Global, have declined. In addition,
during the first six months of 2006, M1 Global provided most of the maintenance services for our customers in exchange
for a quarterly fee of $154,315 per quarter. Since July of 2006, we have hired additional personnel for customer support
and the support services provided by M1 Global have also been reduced. The' quarterly fees to M1 Global were
approximately $90,000 in the third quarter and $78,000 in the fourth quarter of 2006. For 2007, there have been no fees
paid or payable 10 M1Global through March 31, 2007.

On June 3, 2005, Firsiwave entered into a Stock Purchase Agreement with AllAboutTickets LLC, now operating as
First Sports International ("First Sports”}). Under the terms of the Agreement, the Company sold all of the issued share
capital of Firstwave Technologies U.K., Ltd., a subsidiary of the Company, to First Sports. The total purchase price was
$2,214,000, of which $256,000 was paid at closing, $1,620,000 was agreed to be paid pursuant to a Promissory Note,
and $338,000 was agreed to be paid as sofiware revenues are achieved to reimburse the Company for certain prepaid
royalties. As of December 31, 2006, the Company has received $445,000 in payments on the promissory note and
$104,051 as payments against the prepaid royalties.




On July 1, 2005, we entered into a consulting arrangement with First Sports to provide service and maintenance to
our existing U.K. CRM customers. These CRM customers remain customers of Firstwave, but First Sports provides the
services to support these customers, If First Sports were not to provide the services, we would either provide the support
services ourselves or would contract with another third party in the U.K. to provide such services. These customers are
not associated with the sports customers acquired by First Sports as part of the sale of the U.K. Subsidiary on June 3, 2005,
and they are part of the continuing operations of Firstwave described in this' Forrn 10-K. Under the terms of this
outsourcing arrangement, we pay First Sports a fee of 20% of the maintenance revenues upon collection, for providing
local support. The agreement was renewed for one year under the same terms and conditions in July of 2006, except that
Firstwave now pays First Sports a fee of 15% of the maintenance revenues upon collection.

Sources of Revenues, Pricing and Material Terms for Licensing Agreements

The first component of revenue is software license revenues. The Company’s technology solutions are generally
licensed on a per-user model, except for hosting services. Customers generally pay a license fee for the software based
upon the number of licensed users for the application as well as for the tool set. Hosting allows organizations to deploy
the applications without the need for internal hardware infrastructure, system administrative capabilities or large capital
outlays. All license fees are fixed and determinable, whether under the per-user model or hosting mode!. On sales made
by M1 Global, Firstwave receives 33% of the license fees.

The second component of revenue is services revenues, including hosting revenues, which consist of professional
consulting, technical services, email services, and training services. Consulting and technical services are charged on an
hourly basis and may be billed in advance or weekly, pursuant to customer work orders. Email services are charged by
volume of contacts that are sent emails, pursuant to customer order forms. Training services are charged on a per training
session charge. For classes conducted at customer sites, we charge a per-day rate for a set number of attendees. Actual
travel expenses are billed as incurred. Hosting services are priced as a monthly or yearly amount based upon the number
of users and are recognized as services revenues ratably by month over the period of services. During the first six months
of 2006, M1 Global handled most of the professional services for our customers and paid Firstwave a commission of
20% on professional services revenues received. Commissions received from M1 Global for 2006 were $72,259. As we
have increased our professional services staff since July of 2006, the amount of professional services provided by
M1 Global to our customers, and the commissions received from M1 Global, have declined.

The third component of revenue is maintenance revenues, which are derived from the provision of: (1) customer
support in the form of customer services via communication channels, and (2) updates and enhancements of products
and related documentation provided on a when and if available basis. Customers are provided maintenance and support
for an annual fee. This fee is billed monthly, quarterly, or annually and is subject to changes in pricing upon 90 days’
written notice to the customer. During the first six months of 2006, M1 Global handled most of the maintenance services
for our customers in exchange for a quarterly fee of $154,315 per quarter. Since July of 2006, we have hired additional
personnel for customer support and the services provided by M1 Global have been reduced. The quarterly fees to
M1 Global were approximately $90,000 in the third quarter and $78,000 in the fourth quarter of 2006. For 2007, there
have been no fees paid or payable to M1Global through March 31, 2007.

Customers

Firstwave’s customers operate in many industries. We have an industry-focused solution developed specifically for
companies in the technology industry, taking into consideration their unique needs, revenue sources and customer demands.
During 2006, we continued to pursue strategies to transition our revenue stream to a more diverse customer base.

The table below identifies the customer who contributed more than 10% of total revenue in 2006, 2005, or 2004.

Year ended December 31,
2006 2005 2004
Electronic Data Systems, Ltd .......oooiiiiiiiinrnrininescsinnnn s 4.3% 6.2% 11.8%
Galactus SOfIWArE ..o s 18.8% 0.0% 0.0%




Competition

The competition in our high technology vertical comes from a multitude of software vendors, including existing
CRM vendors, new web-based CRM vendors and ERP vendors who have penetrated the CRM industry through
acquisitions or product development. Firstwave’s solutions help customers find new prospects, continuously engage
these prospects throughout the sales cycle and maintain contact with customers throughout their lifecycle. Firstwave’s
modular internet marketing, sales lead, and customer management solutions help customers achieve results.

Companies that offer cémpeting products include Salesforce.com, Peoplesoft, Epiphany, Onyx, Microsoft, Seibel
On Demand (now part of Oracle), Pivotal, SAP, and SalesLogix. These companies offer comprehensive packages, which
include marketing, sales, and service. These companies also have integrated some Internet technology into their products
and have customization capabilities within their product sets. In our new market spaces, we compete with Eloqua
Corporation, Genius.com, Inc., iCentera Corporation, Market2Lead, Inc., and Vtrenz, Inc. There are also hundreds of
vendors addressing the needs evident in this industry, including specialists who provide cross-industry sclutions and
vertically focused solutions, such as for pharmaceutical companies or financial institutions.

Our biggest competitive advantage is our demonstrated expertise in modular internet marketing, sales lead, and
customer management solutions, our interactive web-based marketing capabilities, and high customer satisfaction, as
well as providing a unique combination of list, delivery, and metrics capability. Although we frequently compete
favorably with respect to these factors, there can be no assurance that we will be able to achieve the innovation, product
development and market share necessary to maintain competitive advantage. Associated risks and uncertainties are
discussed under the caption “Risk Factors” in this Annual Report on Form 10-K.

Proprietary Rights and Licenses

We depend upon a combination of trade secrets, copyright and trademark laws, license agreements, non-disclosure
and other contractual provisions with customers and employees to protect our proprietary rights in our products, We also
maintain confidentiality agreements with our employees. Because our solutions allow customers to customize their
applications without altering the source code, the source code for our products is neither licensed nor provided to
cistomers, although we have contractually agreed in certain instances to have our source cede held in escrow by a third
party. Notwithstanding these precautions, it may be possible for unauthorized persons to copy aspects of the products or
to obtain information that we regard as proprictary. There can be no assurance that these protections will be adequate or
that competitors will not independently develop technologies that are substantially equivalent or superior to our
technology.

Employees

As of March 1, 2007, the Company employed 16 individuals, including 3 executive and administrative personnel,
2 sales and marketing personnel, 4 professional services personnel, 2 customer support personnel, and 5 persons
involved in product innovation and development.

ITEM 1A. RISK FACTORS

An investment in our common stock involves a significant degree of risk. Prospective investors should carefully
consider the following factors that may affect our current and future operations and prospects. If any of the following
risks actually occur, our business, financial condition or results of operations could be materially adversely affected, the
trading price of our common stock could decline, and you may lose all or part of your investment.

Negative cash flow and the difficulty of raising additional capital may adversely affect our operations and the
price of our common stock.

In the past, we have experienced negative cash flows and may experience negative cash flow in the future. Qur
ability to maintain and develop our revenue sources will directly impact our ability to raise capital needed to grow our
business. We do not expect to incur any material capital costs in connection with the subleasing of new furnished office
space in June of 2007.




In the past, we have funded our operating losses and working capital needs through existing cash balances and cash
flows from operations and from the proceeds of equity offerings and debt financings. If we raise additional funds through
the issuance of equity, equity-linked or debt securities, those securities may have rights, preferences or privileges senior
to those of the rights of our common stock and, in light of our current market capltahzanon our shareholders may
experience substantial dilution.

We are reliant upon our new lead generation and web-based marketing solutions, expertise in the CRM software
market, and future business strategy, the loss of which could affect our ability to successfully grow or maintain
our business,

We depend upon not only our existing CRM products but also our lead generation and web-based products and our
ability to successfully market, sell, service and support these products. The loss of key personnel or an inability to
penetrate the web-based marketing industry would likely harm our operations significantly. Our revenues could suffer,
and we may experience a material adverse impact on our business, operating results, and financial condition. . ‘

We are reliant upon First Spor:ts’ expertise in the CRM software market and with our U.K. customers; the Joss
of which could affect our ability to successfully support our U.K. customers and retain the maintenance revenues
associated therewith.

Outside of the discontinued operations associated with the sale of the U.K. Subsidiary to First Sports on
June 3, 2005, we depend upon First Sports and its ability to successfully support and maintain our U.K. CRM customers.
If First Sports were to no longer provide such local support, we would need to support these customers ourselves or
contract with another third party to provide the suppon services, or our maintenance revenues from the UK. CRM
customers would suffer, and we may expertence an adverse impact on our revenues, operating results, and financial
condition.

We have in the past and may in the future experience significant ﬂuétuations in our operating results and rate of
growth, and the price of our common stock may be adversely affected by these fluctuations.

. : L
Our quarterly and annual operating results have in the past and may in the future vary or decrease significantly
depending on factors such as:

¢ the effect of past and future acquisitions, ‘

o the dependence on the efforts of others, such as ListK and First Sports,

¢ changes in operating expenses,

e changes in our strategy,

e key personnel departures,

* the size and timing of significant orders,

o the impact of estimates of our future operating results published by third parties,
s the timing of revenue from software sales and professional services,
e the timing of new product and service announcements,

» changes in pricing policies by us and our competitors,

e market acceptance of new and enhanced versions of our products,

e the introduction of alternative technologies, and’

* general economic factors.

We have limited or no control over many of these factors. Investors are cautioned that as a‘matter of policy we do
not provide earnings projections or guidance to any financial analysts or other publishers of financial reports. If we
change this policy, which we do not anticipate, we will make a public announcement regarding such change. Until such
time, if it occurs, you should not rely upon any such information, reports, statements, estimates or projections of




financial analysts; publishers of financial reports or others as having been provided or endorsed by us. We expressly do
not adopt or endorse, and expressly disclaim, any and all such independent third party information, reports, statements,
estimates and projections.,

We believe that period-to-period comparisons of our results of operations are not necessarily meaningful and-should
not be relied upon as indications of future performance. Due to all these factors, it is likely that in some future quarter
our operating tesults will be below the expectations of investors. In that event, the price of our commen stock will likely
be adversely affected. .

Our stock price has been and may continue to be highly volatile, and our stock is thinly traded.

.The trading price of our common stock fluctuates significantly for a variety of reasons, including the fact that on a
typical day, less than 10,000 shares of stock are traded. Trading prices of our common stock may fluctuate in response
to a number of events and factors such as:

+ general economic conditions,

« conditions or trends in the CRM industry,

¢ fluctuations in the stock market in general, and
¢ quarterly variations in operating results.

Decreases or delays in our target customers’ information technology spending and other circumstances that result
from poor economic conditions may harm our revenues; if general economic conditions do not improve or if they
worsen, our revenues may be materially harmed.

Some of our customers and prospective customers have indicated that they have reduced their budgets available for
spending on outsourced technology applications or have delayed purchase decisions for information technology products
like ours due, in part, to difficult economic conditions. If the economy does not improve or if it worsens, our customers
may continue to delay or reduce their spending on CRM software and customization. When economic conditions
weaken, sales cycles for sales of software products tend to lengthen and companies’ information technology budgets tend
1o be reduced. Accordingly, our business has suffered and could continue to suffer. The impact of these reduced budgets
and delays in purchase decisions is not possible to measure or quantify.

The market for our CRM software and services is subject to rapid change stemming from customer requirements
and changes in related technologies, including hardware, operating systems and telecommunications; if we fail to
improve our products in response to these changes, our sales may decline.

The market for our CRM software and services is subject to rapid change, including technological advances,
changes in customer requirements and frequent new product introductions and enhancements. Our future success
depends upon our ability to enhance our current products and continue to develop and market new products that address
the increasingly sophisticated needs of customers and achieve market acceptance. In particular, we believe that we must
continue to respond quickly to customer needs for additional functionality and to ongoing advances in hardware,
operating systems and telecommunications. Any failure by us to anticipate or respond rapidly to technological advances,
new products and enhancements and changes in customer requirements could have a material adverse effect on our
competitive position or render some of our products obsolete or less desirable than available alternatives.

With any new product release, we are subject to the risks generally associated with new product introductions and
applications, including lack of market acceptance, delays in development and implementation, and failure of products to
perform as expected. In order to introduce and market new or enhanced products successfully with minimal disruption
in cu.s_tomer‘puru:hasing patterns, we must manage the transition from existing products. There can be no assurance that
we will be successful in developing and marketing, on a timely basis, product enhancements or products that respond to
technological advances by others, that our new products will adequately address the changing needs of the market or that
we will successfully manage product transitions. Further, failure to generate sufficient cash from operations or financing
activities to develop or obtain improved products and technologies could have a material adverse effect on our results of
operations and financial condition.

LN




To grow our business, we may acquire additional companies, including by issuing shares of our stock, which may
subject us to additional risks and may dilute your ownership.

To initiate our growth strategies, we acquired Connect-Care, Inc. in March 2003, and we may acquire other
businesses. An inability to identify, acquire and integrate businesses, products or services that complement our business
may negatively affect our ability to grow. We cannot guarantee that we will be able to identify and acquire suitable
candidates on acceptable terms. We also cannot provide any assurance that we will be able to arrange adequate financing,
complete additional transactions or successfully integrate the acquired businesses. As in the case of the Connect-Care
merger, We may issue shares of stock in future acquisitions or in financing transactions, which would dilute the
ownership percentages of our existing shareholders. Acquisitions and stock offerings may also distract management and
result in the incurrence of debt, expenses and unforeseen liabilities, all of which could have a material adverse effect on
our business and financial condition. In addition, we may not be able to successfully compete with other companies for
acquisition candidates. In order for any acquisition to be successful, we would have to successfully and quickly integrate
the new business with our business, including:

¢ cross-market and sell our services and products to the new business’ customers;

e minimize duplicative managerial, sales and marketing efforts and eliminate rqdundant costs of our
operations; and

+ make the new business’ personnel operate together with our personnel in a cost-effective manner.

If we do not integrate our operations successfully, we may fail to achieve our business goals. This woﬁ_ld likely
cause a slow-down in our growth rate that may result in a decrease in the value of your investment.

Our software producis, like most software products of a complex nature, may contain undetected errors, as a
result, we could experience delays, additional expenses or lost revenues.

Software products as complex as those we offer may contain undetected errors. We could experience delays or lost
revenues during the period required to correct those errors. There can be no assurance that, despite testing by us and by
current and potential customers, errors will not be found in our software. If our products are found to contain errors, the
result to us could be:

e aloss of or delay in market acceptance,

* additional and unexpected expenses to fund further product development,

» additional and unexpected expenses to add programming personnel to compléte a development project,
» loss of revenue because of the inability to sell the new product on a timely basis, and

* Joss of revenue due to adverse effect on our reputation,

any one or more of which could have a material adverse effect on us.

Like most providers of complex software, our most valuable asset is an intangible, intellectnal property;
protection of our proprietary rights can be difficult, complex and expensive; if we are unable to proteét our
proprietary rights, then our competitive position could be weakened, which may reduce our revenues.

We derive a significant portion of our revenues from license, service and maintenance fees generated from our
software. We do not have any patents on our software; rather we rely on a combination of trade secrets, copyright and
trademark laws, non-disclosure and other contractual provisions and technical measures to protect our proprietary rights.
We may be required to spend significant resources to monitor and police our proprietary rights. There can be no
assurance that these protections will be adequate or that our competitors will not independently develop technologies
that are substantially equivalent or superior to our technologies. '

Other software providers could copy or otherwise obtain and use our products or technology without authorization.
We may not be able to detect infringement and may lose a competitive position in the market before we do so. In
addition, competitors may design around our technology or develop competing technologies. The laws of some foreign
countries do not protect proprietary rights to the same extent as the laws of the United States. If we fail to successfully
enforce our proprietary rights, our competitive position may be harmed.




Because it is not difficult to enter our industry, we expect increased competition from the introduction of superior
products or by pricing pressure from competitors, alt of which could harm our business.

The market for our products is characterized by significant price competition, and we expect that we will face
increasing pricing pressures from our current competitors, In addition, some of our competitors may have significant
advantages including the ability to adapt quickly to new technologies and changes in customer demands, and
substantially greater resources and market presence. Moreover, because there are low barriers lo entry into the
software market, we believe that competition will increase in the future. Accordingly, there can be no assurance that
we will be able to provide products that compare favorably with the products of our competitors or that competitive
pressures will not require us to reduce our prices. Any material reduction in the price of our products would negatively
affect gross margins as a percentage of new revenue and would require us to increase software unit sales in order to
maintain net revenues.,

The terms of our preferred stock include dividend payments, preferences over our common stock, and anti-
dilution provisions that may have a material adverse effect on the market value of our common stock.

Our board of directors has the authority to issue up to 1,000,000 shares of preferred stock and to fix the rights,
preferences, privileges and restrictions, including voting rights, of these shares without any further vote or action by our
shareholders. At December 31, 2006, shares of outstanding preferred stock were as follows:

¢ 10,000 shares of Series A Convertible Preferred Stock
e 7,020 shares of Series B Convertible Preferred Stock
e 10,000 shares of Series C Convertible Preferred Stock
e 6,700 shares of Series D Convertible Preferred Stock

The rights of the holders of the common stock are subject to, and may be adversely affected by, the rights of
the holders of Series A, Series B, Series C and Series D Convertible Preférred Stock and any other preferred stock
that may be issued in the future. The issuance of the Series A, Series B, Series C and Series D Convertible Preferred
Stock and any future issuances of other classes of preferred stock, while providing desirable flexibility in connection
with possible acquisitions and other corporate purposes, could have the effect of making it more difficult for a third
party to acquire a majority of our outstanding voting stock, thereby delaying, deferring or preventing a change in
control of our company. Furthermore, the Series A, Series B, Series C and Series D Convertible Preferred Stock have
other rights, including dividend rights and economic rights, senior to the common stock and, as a result, the
existence of our preferred stock may have a material adverse effect on the market value of our common stock. Any
future issuances of other classes of preferred stock may have other rights, including dividend rights and economic
rights, senior to the common stock, and as a result, the issuance of new preferred stock could have a material adverse
effect on the market value of our common stock. We may, in the future, adopt other measures that may have the
effect of delaying, deferring or preventing a change in control of our company. Some of these measures may be
adopted without any further vote or action by our shareholders. We have no present plans to adopt any of those types
of measures.

We are reliant upon certain key personnel for expertise in the CRM software market and in the technical aspects
of the CRM software product; the loss of such key personnel could affect our ability to successfully grow our
business. '

We depend in large part upon the continued service of our chief executive officer and key engineering and technical
staff with expertise in our industry and products. The loss of the services of our executive officer and/or key personnel
could harm our operations. Currently, none of our personnel are bound by an employment agreement, and we do not
maintain key person insurance on any of our employees. We would also be harmed if one or more of our key employees
decided to join a competitor or otherwise compete with us.

The market for CRM software has fluctuated over the past several jfears, and we are uncertain as to its future;
if the market for CRM software does not grow, our revenues may be reduced.




The CRM software market is fluctuating, and our success depends on its growth. If the market for CRM software
does not grow as quickly or become as large as anticipated, our revenues may be reduced. Qur potential customers may:

» not understand or see the benefits of using these products, .,

» not achieve favorable results using these products,

» experience technical difficulty in implementing or using these products, or
¢ use alternative methods to solve the same business problems.

Our products can have long sales cycles which make it difficult to plan expenses and forecast results.

It takes between three and six months to complete the majority of our sales, and some sales take longer to complete.
Therefore, it is difficult to predict the quarter in which a particular sale will occur and to plan expenditures accordingly.
The length of the period between initial contact wuh a potential customer and their purchase,of products and services is
due to several factors, mcludmg

s

¢ the complex nature of our products,
i

¢ our need to educate potential customers about the uses and benefits of our products, -,

.

» the purchase of our products may require a significant investment of resources by a customer,

» customer budget cycles which affect the timing of purchases,

¢ uncertainty regarding future economic conditions, . . L

e customer requirements for competitive evaluation and internal approval before purél:lgsing our products,

» customer delay of purchases due to announcements or planned introductions of new products by us or our
competitors, and

* large customer purchasing procedures, which may require a longer time to make decisions.

The delay or failure to complete sales in a particular quarter could reduce our revenies in that quarter, as well as
subsequent quarters over which revenues for the sale would likely be recognized. If our sales cycle unexpectedly
lengthens in general or for one or more large orders, it would adversely affect the timing of our revenues.

Because our business involves the electronic transmission and storage of data, privacy and security concerns,
particularly related to the use of our software on the internet, may limit the effectiveness of and reduce the
demand for our preducts.

The effectiveness of our software products relies on the storage and use of customer data collected from various
sources, including information collected on web sites, as well as other data derived from customer registrations, billings,
purchase transactions and surveys. Our collection and use of that data for customer profiling may raise privacy and
security concerns. Qur customers generally have implemented security measures to protect customer data from
disclosure or interception by third parties. However, these security measures may not be effective against all potential
security threats. If a well-publicized breach of customer data security were to occur, our software products may be
perceived as less desirable, impacting our future sales and profitability.

In addition, due to privacy concerns, some internet commentators, consumer advocates, and governmental or
legislative bodies have suggested legislation to limit the use of customer profiling technologies. The European Union
and some European countries have already adopted some restrictions on the use of customer profiling data. In addition,
internet users can, if they choose, configure their web browsers to limit the collection of user data for customer profiling.
Should many internet users choose to limit the use of customer profiling technologies, or if major countries or regions
adopt legislation or other restrictions on the use of customer profiling data, our software would be less useful to
customers, our sales could decrease and our results of operations could be materially adversely affected.

The requirements of Section 404 of the Sarbanes-Oxley Act of 2002 require that we undertake an evalualmn of
our internal controls that may identify internal control weaknesses.

The Sarbanes-Oxley Act of 2002 imposes new duties on us and our executives, directors, attorneys and independent
registered public accounting firm. In order to comply with the Sarbanes-Oxley Act, we are evaluating our internal
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controls systems to allow management to report on, and our independent auditors to attest to, our internal controls. We
have initiated establishing the procedures for performing the system and process evaluation and testing required in an
effort to comply with the management certification and auditor attestation requirements of Section 404 of the Sarbanes-
Oxley Act. As the Securities and Exchange Commission has extended the deadline for non-accelerated filers, such as
Firstwave, until December 31, 2007, we anticipate being able to fully implement the requirements relating to reporting
on internal controls and all other aspects of Section 404 in a timely fashion. If we are not able to implement the reporting
requirements of Section 404 in a timely manner or with adequate compliance, our management and/or our auditors may
not be able to render the required certification and/or attestation concerning the effectiveness of the internal controls over
financial reporting, we may be subject to investigation and/or sanctions by regulatory authorities, such as the Securities
and Exchange Commission or The NASDAQ Stock Market, and our reputation may be harmed. Any such action could
adversely affect our financial results and the market price of our common stock.

ITEM 2. PROPERTIES

As of December 31, 2006, the Company’s headquarters and principal operations were located in approximately
5,000 square feet of office space sublet from M1 Global in metropolitan Atlanta, Georgia. The sublease expires on June
30, 2007. The total amount of base rent ($10.00 per square foot) is being charged to rent expense. As of April 1, 2007,
the Company will move its headquarters to 7000 Central Parkway, Suite 330, Atlanta, GA 30328, in approximately
4,200 square feet of furnished subleased office space at a rate of $16.50 per square foot. The term of the new subleased
office space expires in June of 2009.

ITEM 3. LEGAL PROCEEDINGS

From time to time, the Company may be involved in litigation relating to claims arising out of its operations in the
normal course of business. As of the date of this Report, the Company was not engaged in any legal proceedings that are
expected, individually or in the aggregate, to have a material adverse cffect on the Company.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None
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PART I

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS, AND ISSUER PURCHASES OF EQUITY SECURITIES

QOur common stock is traded on the NASDAQ SmallCap Market under the symbol “FSTW”. The following table
sets forth, for the calendar quarters indicated, the high and low close prices of the Company’s common stock. Note that
prices set forth below reflect inter-dealer prices without retail mark-ups, markdowns, or commissions and may not
necessarily reflect actual transactions.

Period High Low

Fiscal 2006: ' '
FirstQuarter ... ....coiii it i e $2.18 $1.65
Second QUarter . . .. ... ov it e e $2.15 $1.66
Third Quarter. . ........ S S $2.29 $2.00
Fourth Quarter. .............covveinvinns P, 5247 $2.08

 Fiscal 2005

First QUAarter ... vvvveereetee e eteeieeenneenns " $2.57 $1.55
Second Quarter .. ......coiiiiriir i e $3.07 $1.62
Third Quarter. . . ... ... i e e $1.99 $1.57
Fourth Quarter, .. ... ... . it raenn $2.45 $1.23

As of March 20, 2007, there were approximately 75 shareholders of record and approximately 1700 persons or
entities that hold common stock in nominee name. There were no common stock dividends declared during 2006 or 2005,
The Company does not plan to pay dividends on its common stock in the future. Pursuant to a merger agreement, on
March 3, 2003. Firstwave issued 200,000 shares of common stock to the shareholders of Connect-Care, Inc. in exchange
for all outstanding shares of Connect-Care stock. These 200,000 shares, valued at $2,630,000, were registered effective
July 25, 2003. On August 12, 2004, the Company filed a Post-Effective Amendment No 1 to Registration Statement on
Form S-3, File No. 333-103903, to remove from registration 198,925 shares originally registered related to the Connect-
Care acquisition that remained unsold by the former Connect-Care shareholders at the termination of the offering.
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STOCK PERFORMANCE GRAPH

The following indexed line graph indicates the Company’s total return to shareholders from December 31, 2001 to
December 31, 2006, as compared to total return for the Russell 2000 and Russell 2000-Technology indices for the same
period. The Russell 2000 index is comprised of the 2,000 publicly traded companies with market capitalizations (in
terms of number of shares outstanding) ranked immediately below the 1,000 companies with the highest market
capitalizations. The Russell 2000-Technology index is comprised of the 2,000 publicly traded companies in the high-
technology industry with market capitalizations (in terms of number of shares outstanding) ranked immediately below
the 1,000 companies in the high-technology industry with the highest market capitalizations.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*

Among Firstwave Technologies, Inc., The Russell 2000 Index
And The Russell 2000 Technology Index

$1,800 -

$0 1 L 1 _ )

—/H— Firstwave Technologies, Inc.
— -£x— —Russell 2000
- - -@- - -Russell 2000 Technology

* $100 invested on 12/31/01 in stock or index-including reinvestment of dividends,
Fiscat year ending December 31.
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ITEM 6. SELECTED FINANCIAL DATA

For the Year Ended December 31,
(in thousands, except per share amounts)-

2006 . 2005 . 2004 2003 2002

Net revenues from continuing operations . .. .. ... $2,694 $3,224-  $4,526° " $11,169 - $13,200
Income/(loss) from continuing operations ' '

beforeincometax ............0 ... .. ..... : 172 (1,578) (5,048) (1,212) 2,679
Incometax ... ' — : — — = =
Net income/(loss) from continuing operations . . . . 172 (1,578) (5,048) (1,212} 2,679
Income/(loss) from discontinued operations . , . ... —. 457y . 410 437 346
Gain/(loss) on sale of discontinued operations . . . . — 327 — — —
Net income/(loss) applicable to common ‘

shareholders.......... ... ... ... oot (111) O (1,992) T (4,893) (996) 2,973
Basic & diluted earnings per share

Earnings/(loss) from continuing operations . . . . (0.04) (0.69}) (1.98) (0.56) 1.13

Earnings/(loss) from discontinued operations . . . — (0.05) 0.15 0.17 0.16
Net income/(loss) per common share . ........ ., (0.04) (0.74) (1.82) (0.39) 1.29
Totalassets. .. ........ oo, 3,824 4,259 6,273 11,807 - 9,803
Basic and diluted weighted average shares

outstanding®. . ... ... ... ..o 2,792 2,709 T 2,682 . 2,572 2,150

Stock options and convertible preferred stock are not included in the diluted earings per share if they are antidilutive.
2005 includes a charge for Goodwill Impairment of $528,000, the gain on sale of discontinued operations was
reduced by an allocation of Goodwill totaling $488,000.

2004 includes the one-time write-off of certain amounts of capitalized software and a charge for Goodwill
Impairment of $750,000.

== 2003 includes the acquisition of Connect-Care in March of 2003.

ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND |
RESULTS OF OPERATIONS

The following discussion should be read in conjunction with the Financial Statements and Notes thereto presented
elsewhere herein. This section contains forward-looking statements that reflect the Company’s management’s
expeciations, estimates, and projections for future periods. These statements may be identified by the use of
SJorward-looking words such as “may”, “will”, “believe”, “anticipate”, “estimate”, “expect”, “projects”, or “intends”.
Actual events and results may differ from the results anticipated by the forward-looking statements. Factors that might
cause such differences include, but are not limited to, those items discussed previously under the caption “Risk Factors”
and the discussion below in “Management’s Discussion and Analysis of Financial Condition and Results of

Operations”.

Overview

Headquartered in Atlanta, Georgia, Firstwave is a provider of lead generation, lead nurturing and customer
management and tracking solutions built upon a suite of Customer Relationship Management (CRM) products.
Firstwave's solutions help customers find new prospects, continuously engage these prospects throughout the sales cycle
and maintain contact with customers throughout their lifecycle. Firstwave's modular internet marketing, sales lead, and
custorner management solutions help customers achieve results.

On October 10, 2005, the Company entered into a three-year OEM/QOutsourcing Agreement and a Licensing
Agreement with M1 Global, an Atlanta-based technology company. Under the terms of the agreements, M1 Global has
licensed the Firstwave CRM database schema to develop its future products, and is a non-exclusive reseller of Firstwave
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products. Although the agreements included the outsourcing of Firstwave's Professional Services and Support functions
to M1 Global, Firstwave is currently providing its own coverage in those areas and no longer pays M! Global for these
services. The agreements provide that M1 Global also pays royalty commissions to Firstwave as follows: 33% on
licenses and 20% on services. During the first six months of 2006, M1 Global handled most of the professional services
and paid a commission of 20% of services revenues to Firstwave. Commissions received from M1 Global for
professional services for 2006 were $72,259. As we have increased our professional services staff since July of 2006,
the amount of professional services provided by M1 Global to our customers, and the commissions received from
M1 Global, have declined. In addition, during the first six months of 2006, M1 Global provided most of the maintenance
services for our customers in exchange for a quarterly fee of $154,315 per quarter. Since July of 2006, we have hired
additional personnel for customer support and the support services provided by M1 Global have also been reduced. The
quarterly fees to M1 Global were approximately $90,000 in the third quarter and $78,000 in the fourth quarter of 2006,
For 2007, there have been no fees paid or payable to M1Global through March 31, 2007.

On May 5, 2006, the Company entered into an Intellectual Property Assignment Agreement with Galactus Software
LLP (“Galactus™), a Florida-based software application company. Under the terms of the agreement, Galactus assumes
ownership of the .Net Integrated Development Environment (IDE) that Firstwave developed to use in writing
applications in the CRM Market. Firstwave retains exclusive use of the technology in the CRM Market, and Galactus
will use the technology in the software application marketplace. The purchase price for the assignment was Five
Hundred Thousand Dollars (§500,000.00) and, as directed by the agreement, paid by cashier’s check on the Assignment
Effective Date, May 2, 2006, when Galactus gave notice to Firstwave that it had accepted the software.

Results of Continuing Operations

On June 3, 2005, Firstwave entered into a Stock Purchase Agreement (the “Agreement”™) with AllAboutTickets
LLC, now doing business as First Sports International (“First Sports™). Pursuant to the Agreement, the Company sold to
First Sports all of the issued share capital of Firstwave Technologies U.K., Ltd., a subsidiary of the Company. The
Company sold its U.K. Subsidiary to re-focus on the high technology market and to direct its efforts away from the
Sports business that was concentrated in the UK. market. This Management’s Discussion and Analysis of Financial
Condition compares the Company’s results from continuing operations, not including the operations from the
discontinued business.
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The following table sets forth for the periods indicated selected financial data and the percentages of our net
revenues represented by each line item presented. It also sets forth the percentage change in each line item presented
from 2005 to 2006. Certain percentage columns do not add to 100% due to rounding.

Year Ended Year Ended % Change
December 31, 2006 December 31, 2005 2005 to 2006
Revenues: ' ' ' ’

SOTIWATE ©eovvee et esesisasbsrassae et b esbbesssareeneenseneaeseeeemmemmnanenas % 743 27.6% $ 551 17.1% 34.8
B IVICES et eeeeee et e et e e e e s s e s e ere e e eree s et e 291 10.8 623 193 - (53.3)
% T 11055 1 12 1 USRS OPPT 1,651 61.3 . 2,002 62.1 .- (17.5)
L1115 TSP OO PR 9 0.3 48 1.5 (81.2)
INEE FEVEIMUES .overnenrernerrersivaraseeeesssesn s raessesssisstssasssssaesssssssnsas 2,694 100.0 3,224 - 1000 (16.4)

Costs and expenses:
Cost of revenues

SOFEWATE <...oooeovcveereeecteetese e et ee s cesemeea et s srenes e 411 153 803 24.9 (48.8)
SEIVICES......ouocvesce e st et ere e e e e bbb bbbt ea e 159 59 578 17.9 (72.5)
MAINIENANCE ...veeeeeieeeeceeeeeee e eeeeeeneeeebeere e revsvasnrnees eveevnaenses 563 209 422 13.1 334
L@ L1 U U POV S OUROPTURRI 14 0.5 32 1.0 - (56.3)
Sales and Marketing -..ooccccocceenieiiiieceeii e 339 12.6 506 15.7 (33.0
Product develOpment ... 317 11.8 631 196 (49.8)
General and adminiStratiVe . ....oovrveii i eeir e rese e e 768 . 28.5 1,410 437 (45.5)
GoodWill IMPAIIMENE ..ot — — 528 16.4 (100.0)
Total operating cost and EXPENSES ......ccoecvivnniinieissinn, _ 29371 95.4 4910 1523 . (47.6)
Operaling iNCOME(10S5) ovvirimeirriinnierierissssss e sesasessssssssenes 123 4.6 (1,686) (52.3) (107.3)
Gain/(1088) ON INVESUMENT .....c.oee e rrrcaeraeasrerens (57) 2.1
Interest income, net ......... SO PPN ....... 106 39 108 3.3 (1.9
Income/(loss) from continuing Operations .........cccceeeieesieesnreeennens L8172 64  $(1,578) 489 (1109)
Loss from discontinued OPErations ..............cccoevvevvvevinisninsrnerenevnes — — @5 (142)  (100.0)
Gain on sale of discontinued operations ............cceceeee.. e - — 327 10.1
Net loss from discontinued Operations.........ccovveeveernsenienneneensnees — — (130} 4.0 (100.0)
Net income/(Joss) before/after INCOME tAXES ..ovvivvivearnninsinier e g 172 6.4  §(1,708) (530 (110.1)

In general, competition in the software industry has increasingly been characterized by shortening product cycles,
and we are not immune to this trend. If the product cycle for our systems proves to be shorter than management
anticipates, our pricing structure and revenues could be impaired. In addition, in order to remain competitive, we may
be required to expend a greater percentage of our revenues on product innovation and development than has historicalty
been the case. In either case, our gross profit margins and results of operations could be materially adversely affected.
See “Risk Factors™ in Part I, Item 1A of this Annual Report.

2006 COMPARED TQ 2005

The information presented below compares the Company’s results from continuing operations, after consideration
of discontinued operations from the sale of the U.K. Subsidiary on June 3, 2005.

Revenue

Total revenues, which include software license fees, services, and maintenance revenues, decreased 16.4% from
$3,224.000 in 2005 to $2,694.000 in 2006 due to decreases in services and maintenance revenues, offset by an increase
in software license revenues. Software revenues increased 34.8% from $551,000 in 2005 to $743,000 in 2006, primarily
due to the assignment of the Company’s .Net Integrated Development Environment to Galactus Software in the second
quarter of fiscal 2006. Our software revenues are significantly dependent upon the timing of closing of license
agreements. Total revenues from international sources decreased from 24% of total revenues in 2005 to 16% in 2006
primarily due to decreased maintenance revenue from our UK. CRM customers.

16




Services revenues decreased 53.3% from $623,000 in 2005 to $291,000 in 2006. Our services revenues are subject
to fluctuations based on variations in the length of and number of active service engagements in a given quarter.
Professional services revenues from the M1 Global relationship were lower than anticipated in 2006. We have, therefore,
increased our professional services staff in an effort to expand those services ourselves.

Muintenance revenues decreased 17.5% from $2,002,000 in 2005 to $1,651,000 in 2006. The decrease is due to
cancellations of $240,000 from existing customers and reductions of $105,000 in maintenance for existing customers,
offset by additional maintenance revenues of $9,000 associated with new and existing customers. Maintenance revenues
are primarily the result of renewal agreements from previous software license agreements as well as new license
agreements,

Cost of Revenue

Cost of software revenues decreased 48.8% from $803,000 in 2005 to $411,000 in 2006. Cost of software revenues
includes amortization of capitalized software costs, costs of third party software, media costs, and documentation
materials. The decrease is due to a decrease in amortization expense related to the assignment of the .Net Integrated
Development Environment technology to Galactus and final amortization of the remaining capitalized software. Cost of
software revenues as a percentage of software revenues decreased from 145.7% in 2005 to 55.3% in 2006, primarily due
to a decrease in amortization expense.

Cost of revenues for services decreased 72.5% from $578,000 in 2005 to $i59,000 in 2006. The decrease is
primarily due to decreases in payroll, resulting from a reduction in the number of services personnel, and payroll related
costs, including travel expenses, consistent with decreased services revenues. As we reduced the services outsourced to
M1 Giobal after July of 2006 and increased our petsonnel providing these services, costs of revenues for services
ncreased. The cost of revenues for services as a percentage of services revenues decreased from 92.8% in 2005 to 54.6%
in 2006, due to reduction in personnel and personnel-retated expenses.

Cost of revenues for maintenance increased 33.4% from $422,000 in 2005 to $563,000 in 2006. The increase is
primarily due to the outsourcing arrangement with M1 Global as to which we paid $476,925 in 2006 and the fees paid
to First Sports of $68,908 for the support of our U.K. CRM customers. The reduction of the maintenance and support
services outsourced to M1 Global after July of 2006 reduced our quarterly fees to M1 Global and increased our
personnel related expenses. Costs of revenues for maintenance as a percentage of maintenance revenues increased from
21.1% in 2005 to 34.1% in 2006, primarily due to the cuisourcing of personnel to M1 Global.

Sales and Marketing Expense

Sales and marketing expense decreased 33.0% from $506,000 in 2005 to $339,000 in 2006, and decreased as a
percentage of total revenues from 15.7% in 2005 to 12.6% in 2006. The decreases ‘are the result of lower payroll
expenses associated with a reduction in the number of personnel and lower marketing expenses. However, we added a
Chief Sales and Marketing Officer in August of 2006 and other sales personnel to focus on lead generation and to begin
our new marketing efforts.

Product Development Expense

The Company’s product innovation and development expenditures decreased 49.8% from $631,000 in 2005 to
$317,000 in 2006. The decrease is primarily related to decreases in payroll costs associated with staff reductions, and
reductions associated with fewer outside contractors. There were no software development costs capitalized during either
2005 or 2006. We have added to our personnel in product development in late 2006.

General and Administrative Expense

General and administrative expenses decreased 45.5% from $1,410,000 in 2005 to $768,000 in 2006. These
changes were primarily due to $791,000 in reduced payro!! costs associated with a reduction in personnel and $183,806
of decreased rent expense. Management anticipates that general and administrative expenses will not increase materially
with the new facilities in April 2007, : :




Goodwill Impairment

In accordance with SFAS No. 142 “Goodwill and Other Intangible Assets”, intangible assets with indefinite useful
lives must be tested periodically for impairment. Examples of Management's judgment regarding the existence of
impairment of an intangible asset and the resulting fair value, would include management’s estimates of future net cash
flows and assessment of adverse changes in legal factors, market conditions, or ioss of key personnel. If the fair value
of the intangible asset is determined to be less than the carrying valug, the Company would record an impairment loss.
SFAS No. 142 prescribes a two-phase approach for impairment testing of goodwill. The first phase screens for
impairment; while the second phase (if necessary) measures the amount of the impairment.

Goodwill was evaluated for impairment quarterly throughout 2006 and 2005 in accordance with SFAS No. 142.
The fair value was estimated using the expected net present value of future cash flows. The analysis for the third quarter
of 2005 identified lower-than-expected operating results, and the Company revised the anticipated future earnings
projections. As a result of these reviews, it was determined that there was an impairment of goodwill, and the second
phase was required. The second phase resulted in the Company recording a non-cash impairment charge of $528,000
during the third quarter of 2005 to write-off a portion of the carrying value of goodwill. Additionally, as a result of the
sale of the U.K. Subsidiary, goodwill was written down by $488,000 in June of 2005 to account for the allocation of
goodwill to the U.K. Subsidiary. Based on the quarterly analyses conducted in 2006, it was determined that there was
no further instance of impairment of the remaining recorded goodwill. Therefore, the second phase of the testing was
not required.

Net Interest Income

Interest income decreased 1.9% from $108,000 in 2005 to $106,000 in 2006 primarily from imputed interest
recognized on the note receivable from First Sports, explained in “Discontinued Operations.” In 2006 and 2005, there
was no interest expense, as the Company carried no debt during those years.

Income Tax Expense

There was no income tax expense in either 2006 or 2005. As of December 31, 2006, the Company had a net
operating loss carryforward in the United States of approximately $25,600,000, which expires in years 2009 through
2019. A valuation allowance has been established for all deferred tax assets as of December 31, 2006 and 2005,
respectively.

2005 COMPARED TO 2004

The information presented below compares the Company's results from continuing operations, after consideration
of discontinued operations from the sale of the U.K. Subsidiary on June 3, 2005.

Revenue

Total revenues, which include software license fees, services, and maintenance revenues, decreased 29% from
$4,526,000 in 2004 to $3,224,000 in 2005 due to decreases in software license, services and maintenance revenues. The
decrease in total revenues was primarily attributable to lower revenues from our relationship with Electronic Data
Systems, Ltd. (“EDS™), which contributed 12%, or $874,000, of total revenues during 2004, compared to 6%, or
$222,000, of total revenues for 2005,

Software revenues decreased 37% from $876,000 in 2004 to $551,000 in 2005. During 2004, we recognized three
large software license agreements with Manhattan Associates, Inc., SmartMail, LLC, and Northrop Grumman; while in
2005 we recognized just one large software license with M1 Global Solutions.

Total revenues from international sources decreased from 33% of total revenues in 2004 to 24% in 2005 primarily
due to decreased services revenue from our U.K. CRM customers, including revenue from the EDS relationship that
decreased from $874,000 in 2004 to $222,000 in 2005.

Services revenues decreased 46% from $1,145,000 in 2004 to $623,000 in 2005, primarily due to decreased
services revenue from EDS. The service revenues from EDS were $358,000 in 2004 compared to only $11,000 in 2005.




Our services revenues decreased from 2004 levels because the services revenues we derived from the multi-year contract
with EDS have not been replaced with other customer accounts.

Maintenance revenues decreased 19% from $2,457,000 in 2004 to $2,002,000 in 2005. The decrease was due to
cancellations from existing customers offset by additional maintenance revenues associated with new and expansion
customers.

Cost of Revenue

Cost of software revenues decreased 61% from $2,032,000 in 2004 to $803,000 in 2005. The decrease was
primarily due to a decrease in amortization expense related to the write-off of two product lines in the fourth quarter of
2004, resulting in lower amortization expense in 2005. Cost of software revenues as a percentage of software revenues
decreased from 232% in 2004 to 146% in 2005, primarily due to a decrease in amortization expense. Amortization of
capitalized software represented 97% of total cost of software revenues during 2004, compared to $1% in 2005.

Cost of revenues for services decreased 52% from $1,193,000 in 2004 to $578,000 in 2005, The decrease was
primarily due to decreases in payroll, resulting from a reduction in the number of services personnel, and payroll related
costs, including travel expenses, consistent with decreased services revenues. The cost of revenues for services as a
percentage of services revenues decreased from 104% in 2004 to 93% in 2005.

Cost of revenues for maintenance increased 4% from $405,000 in 2004 to $422.000 in 2005. The increase was
primarily due to the launch of our outsourcing arrangement with M1 Global Solutions, Inc. and the fees paid 1o First
Sports for the support of our UK. CRM customers. Costs of revenues for maintenance as a percentage of maintenance
revenues increased from 16% in 2004 to 21% in 2005,

Sales and Marketing Expense

Sales and marketing expense decreased 73% from $1,903,000 in 2004 to $506,000 in 2005, and decreased as a
percentage of total revenues from 42% in 2004 to 16% in 2005. The decreases were the result of decreases in payroll
expenses associated with a reduction in the number of personnel, telemarketing costs, and costs relating to sports
sponsorships in the U.S.

Product Development Expense

The Company’s product innovation and development expenditures, which includes amounts capitalized, decreased
47% from $1,188,000 in 2004 to $631,000 in 2005. The decrease was primarily related to decreases in payroll costs
associated with staff reductions, and reductions associated with fewer outside contractors. Software development costs
capitalized during 2004 were $94,000; there were no software development costs capitalized during 2005.

A net realizable analysis of capitalized software development costs was performed as of December 31, 2005 in
accordance with SFAS 86 “Accounting for the Costs of Computer Software 1o be Sold, Leased, or Otherwise Marketed”
Based on the results of the analysis, a determination was made that the carrying amount of the unamortized capitalized
software costs does not exceed their net realizable value; therefore, no impairment loss was recorded.

General and Administrative Expense

General and administrative expenses decreased 32% from $2,082,000 in 2004 to $1,410,000 in 2005. These
changes were primarily due to reduced payroll costs associated with a reduction in personnel and decreased rent expense.

Goodwill Impairment

In accordance with SFAS No, 142 “Goodwill and Other Intangible Assets”, intangible assets with indefinite useful
lives must be tested periodically for impairment. Examples of Management’s judgment regarding the existence of
impairment of an intangible asset and the resulting fair value, would include management’s estimates of future net cash
flows and assessment of adverse changes in legal factors, market conditions, or loss of key personnel. If the fair value
of the intangible asset is determined to be less than the carrying value, the Company would record an impairment loss.
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SFAS No. 142 prescribes a two-phase approach for impairment testing of goodwill. The first phase screens for
impairment; while the second phase (if necessary) measures the impairment.

Goodwill was evaluated for impairment quarterly throughout 2005 and 2004 in accordance with SFAS No. 142.
The fair value was estimated using the expected net present value of future cash flows. The analysis for the third quarter
of 2005 and the fourth quarter of 2004, identified lower than previously expected operating results, and the Company
revised the anticipated future earnings projections at the end of each of those quarters. As a result of these reviews, it
was determined that there was an impairment of goodwill, and the second phase was required. The second phase resulted
in the Company recording non-cash impairment charges of $528.000 at September 30, 2005, and $750,000 at
December 31, 2004, to write-off a portion of the carrying value of goodwill, Additionally, as a result of the sile of the
U.K. Subsidiary, goodwill was writien down by $488,000 in the second quarter of 2005 to account for the allocation of
goodwill to the U.K. Subsidiary. From the analysis conducted at December 31, 2005, it was determined that there was
no further instance of impairment of the remaining recorded goodwill. Therefore, the second phase of the testing was
not required. ’ ‘

Net Interest Income

Interest income increased 151% from $43,000 in 2004 to $108,000 in 2005 primarily from imputed interest
recognized on the note receivable from First Sports, explained in “Discontinued Operations.” [nterest expense of $26,000
in 2004 was related to the Company’s line of credit with RBC Centura that was paid off December 30, 2004. In 2005,
there was no inferest expense, as the Company carried no debt during the year. The above factors resulted in a net
increase in net interest income of 535.0% from $17,000 in 2004 to $108,000 in 2005,

Income Tax Expense

There was no income tax expense in either 2005 or 2004. As of December 31, 2005, the Company had a net
operating loss carryforward in the United States of approximately $25,600,000, which expires in years 2009 through
2019. A valuation allowance has been established for all deferred tax.assets as of December 31, 2005-and 2004,
respectively.

BALANCE SHEET

Net accounts receivable decreased 37.8% from $399,000 at December 31, 2005 to $248,000 at December 31, 2006
consistent with lower total revenues. The allowance for doubtful accounts decreased 53.5% from $43,000 at December
31, 2005 w0 $20.000 at December 31, 2006 consistent with the decrease in accounts receivable. As a result of the sale of
the U.K. Subsidiary explained below in “Discontinued Operations,” a note receivable in the amount of $1.620,000 was
received. At December 31, 2006, the portion of the note receivable due within twelve months is $500,000 and is
classified as a current asset on the Balance Sheet. Other assets decreased 10.5% from $475,000 at December 31, 2005
to $425,000 at December 31, 2006, primarily due to reimbursement of prepaid royalty expenses by First Sports
International. Property and equipment decreased 32.9% from $82,000 at December 31, 2005 to $55.000 at December
31, 2006 due to fixed asset purchases of $20,000 offset by year-to-date depreciation and disposals totaling $47,000.

Goodwill remained at $593,000 at December 31, 2005 and December 31, 2006. Other intangible assets decreased
26.9% from $572,000 at December 31, 2005 to $418,000 at December 31, 2006, as a result of amortization expense of
$154,000. There was no capitalized software at December 31, 2{)06 as compared to $363,000 at December 31, 2005, as
a result of amortization expense of $363.000.

As a result of the sale of the U.K. Subsidiary, a note receivable in the amount of $1,620,000 was received in June
of 2005. The initial long-term portion of the note was $1,250,000, payable in installments, and is classified as a
non-current asset on the Balance Sheet. In accordance with APB 21 “Interest on Receivables and Payables,” imputed
interest, which was calculated at 8%, resulted in an unamortized discount at May 31, 2005 totaling $233,000 and
recorded as a direct reduction from the face amount of the note. Through Deéembe'r of 2006, $137,000 was amortfzed
resulting in a balance of $96,000 in imputed interest and a net non- current note recelvable of $580, 000 as ‘of
December 31, 2006.
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Accounts payable decreased 54.3% from $302,000 at December 31, 2005 to $138,000 at December 31, 2006 due
1o certain expense reductions and the timing of payment of certain payables. Deferred revenue decreased 37.1% from
$1.117,000 at December 31, 2005 to $703.000 at December 31, 2006 primarily due to customer cancellations and
customer prepayments prior to 2006 recognized as revenue in 2006 Accrued employee compensation and henefits
decreased 40.4% from $99.000 at December 31, 2005 to $59,000 at December 31, 2006 due to reduced vacation expense
and employee incentives, consistent with reduced revenues and staff reductions. Other accrued liabilities decreased 6.3%
from $32,000 at December 31, 2005 to $30.000 at December 31, 2006 primarily due to reduced sales tax.

LIQUIDITY AND CAPITAL RESOURCES

As of December 31, 2006, the Company had cash and cash equivalents of $997,000, an increase of 176.9% from
the cash balance of $360,000 at December 31, 2005. The increased cash balance is primarily due to $375,000 received
in payment of a portion of the promissory note with First-Sports and the assignment of the Company’s .Net Integrated
Devetopment Environmeni technology to Galactus Software for $500,000. The Company carries no debt. We are
currently expanding our employee base and moving imo new facilities. We anticipate that these new expenditures will
have an impact on our operating costs, cash flows and requirements for capital. Our future capital requirements will
depend on many factors, including our ability to continue to generate positive cash flows, to collect the note receivable
from First Sports, to generate revenues from our new modular internet marketing and sales lead solutions, to retain our
maintenance revenues from existing customers, to control expenses, and (0 generate additional revenues from other
sources. Any projections of future cash needs and cash flows are subject to substantial uncertainty, We have no material
commitments for capital expenditures. We do not believe that inflation has historically had a material effect on our
Company’s results of operations. :

TAXES

As of December 31,2006, we had general business tax credit carryforwards of approximately $245,000, which will
expirc in years 2008 through 2011. We also have U.S. net operating loss carryforwards for federal and state income tax
reporting purposes of approximately $25,600,000 which expire in years 2009 through 2019. The Internal Revenue Code
contains provisions that limit the use in any future period of net operating loss and 1ax credit carryforwards upon the
occurrence of specific events. A valuation allowance has been created for all deferred tax assets.

DISCONTINUED OPERATIONS

On June 3, 2005, Firstwave entered into the Stock Purchase Agreement with AllAboutTickets LLC, now operating
as First Sports International (“First Sports™), as more fully detailed in Note 1 to the Company’s consolidated financial
statements. The Company sold its U.K. Subsidiary to re-focus on the high technology market and to direct its efforts away
from the Sports business that was concentrated in the U.K. market. Pursuant to the Agreement, the Company sold to First
Sports all of the issued share capital of Firstwave Technologies U.K., Ltd., a subsidiary of the Company. This sale of the
Company’s U K. Subsidiary has been treated as a discontinued operation in the consolidated financial statements.

The total purchase price for the sale was $2,214,000, of which $256,000 in cash was paid at closing, $1,620,000
was agreed to be paid under a non-interest bearing Promissory Note that calls for payments to be made over a maximum
of three years, and $338,000 was agreed to be paid as software revenues are achieved to reimburse the Company for
certain prepaid royalties. In 2006, First Sports met the terms of the note and paid the required $300,000 in principal
payment due in June. In addition, First Sports reimbursed $90,821 of the prepaid royalties mentioned above during 2006,

As aresult of the sale of the U.K. Subsidiary, the Company recognized in 2005 a pre-tax gain on the disposition of
the subsidiary of $327,000, which is reported as a separate component of discontinued operations in the consolidated
statements of operations.

OFF BALANCE SHEET ARRANGEMENTS

The Company does not have off-balance sheet arrangements, financings, or other relationships with unconsolidated
entities known as “Variable Interest Entities” (VIEs). In the ordinary course of business the Company leases certain real
properties and equipment as disclosed in Note 12 in the Notes to the Company’s Consolidated Financial Statements.




CONTRACTUAL OBLIGATIONS

At December 3t, 2006, the Company had no material owtstanding contractual obligations. The sublease with
M1 Global included a 30-day termination clause and expires in June of 2007. See Note 12 in the Notes to the Company’s
Consolidated Financial Statements for more information.

Lease

Commitments
Lessthanoneyear................... $ 53
Greater than one year to three years . . ... 117
Total. ... $170

CRITICAL ACCOUNTING POLICIES

The Company believes that the following accounting policies are critical to understanding the consolidated
financial statements.

REVENUE RECOGNITION

The Company recognizes revenue in accordance with Statement of Position (SOP) 97-2, “Sofiware Revenue
Recognition,” as amended by SOP 98-9, and related interpretations.

Revenue from software product licenses is recognized upon shipment of the product when the Company has a
signed contract, the fees are fixed and determinable, no significant obligations remain and collection of the resulting
receivable is probable.

The Company’s products are licensed on a per-user model, except for hosting services. In accordance with
Paragraph 8 of SOP 97-2, license revenues under the per-user mode! are recognized under the Company’s revenue
recognition polices when revenue recognition criteria are met. Hosting services are priced as a monthly or yearly fixed
amount based upon number of users, and are recognized ratably by month over the period of service. Hosting services
revenues are consolidated into services revenues on the Company’s financial statements.

Services revenue is recognized as services are performed. Our software product is able to function independently
in a customer’s environment without additional services. Our training, implementation, email, and customization
services are optional services to our customers and are not necessary for the functioning of the software product. Qur
software is offered as a stand-alone product. It can be implemented with minimal services. The essential functionality
of the software, such as database support and maintenance, preparation of marketing campaigns, and standard workflow,
is functional and can be utilized by the customer upon installation as intended by the customer. At a customer’s request,
the software can also be implemented with additional services, such as data conversion and workflow modifications,
which are not significant to the functionality of the software, but rather tailor features to most effectively function in the
customer’s environment.

The revenue for the customization or implementation services is recognized as the services are provided and earned.
Revenue is allocated to software and services based on vendor specific objective evidence of fair values. Because the
software is a stand-alone product that can be used for the customer’s purpose upon installation, and because any services
performed have insignificant effect on the functionality of the software, services revenues are accounted for separately
in accordance with Paragraph 69 of SOP 97-2,

The Company has not recorded any unbilled receivables related to implementation and customization service
revenues, and the Company has accounted for any implementation and customization service revenues that have been
billed as the services were performed, in accordance with Paragraphs 65 and 66 of SOP 97-2.

The Company has arrangements with customers that provide for the delivery of multiple elements, including
software licenses and services. The Company allocates and recognizes revenue related to each of the multiple elements
based on vendor specific objective evidence of the fair value of each element and when there are no undelivered elements
essential to the functionality of the delivered element. Vendor specific objective evidence is based on standard pricing
for each of the elements in our multiple element arrangements. Revenue associated with the various elements of multiple
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element arrangements is based on such vendor specific objective evidence as the price charged for each element is the
same as when the element would be sold separately from any other element. Standard pricing does not vary by customer
or by duration, or by requirements of the arrangement.

Maintenance revenue is recognized on a pro-rata basis over the term of the maintenance agreements.

Advanced billings for services and maintenance contracts are recorded as deferred revenue on the Company’s
balance sheet, with revenue recognized as the services are performed and on a pro-rata basis over the term of the
maintenance agrecments.

The Company provides an allowance for doubtful accounts based on management’s estimate of receivables that will
be uncollectible. The estimate is based on historical charge-off activity and current account status.

Software Development Costs

Capitalized software development costs consist principally of salaries, contract services, and certain other expenses
related to development and modifications of software products capitalized in accordance with the provisions of SFAS
86, “Accounting for the Costs of Computer Software to be Sold, Leased, or Otherwise Marketed.” Capitalization of such
costs beging only upon establishment of technological feasibility as defined in SFAS 86 and ends when the resulting
preduct is available for sale. The Company evaluates the establishment of technological feasibility based on the existence
of a working model of the software product. Capitalized costs may include costs related to product enhancements
resulting in new features and increased functionality as well as writing the code in a new programming language. All
costs incurred to establish the technological feasibility of software products are classified as research and development
and are expensed as incurred.

The Company evaluates the realizability of unamortized capitalized software costs at each balance sheet date.
Software development costs which are capitalized are subsequently reported at the lower of unamortized cost or net
realizable value. If the unamortized capitalized software cost exceeds the net realizable value of the asset, the amount
would be written off accordingly. The net realizable value of the capitalized software development costs is the estimated
future gross revenues of the software product reduced by the estimated future costs of completing and disposing of that
preduct. Amortization of capitalized software costs is provided at the greater of the ratio of current product revenue to
the total of current and anticipated product revenue or on a straight-line basis over the estimated economic life of the
software, which is not more than three years. It is possible that those estimates of anticipated product revenues, the
remaining estimated economic life of the product, or both could be reduced due to changing technologies. The
amortization of software development costs is presented as a cost of software revenue in the Company’s financial
statements.

Goodwill and Other Intangibles

In accordance with SFAS No. 142 “Goodwill and Other Intangible Assets”, intangible assets with indefinite useful
lives must be tested periodically for impairment. Examples of management’s judgment regarding the existence of
impairment of an intangible asset and the resulting fair value, would include management’s estimates of future net cash
flows and assessment of adverse changes in legal factors, market conditions, or loss of key personnel. If the fair value
of the intangible asset is determined to be less than the carrying value, the Company would record an impairment loss.
SFAS No. 142 prescribes a two-phase approach for impairment testing of goodwill. The first phase screens for
impairment, while the second phase (if necessary) measures the impairment.

RECENT ACCOUNTING PRONOUNCEMENTS

In February 2006, the FASB issued SFAS No. 155, Accounting for Certain Hybrid Financial Instruments, an
amendment of FASB Statements No. 133 and 140, This Statement amends SFAS No. 133, Accounting for Derivative
Instruments and Hedging Activities, and SFAS No. 140, Accounting for Transfers and Servicing of Financial Assets and
Extinguishments of Liabilities and resolves issues in Statement No. 133 Implementation Issue No. D1, Application of
Statement 133 to Beneficial Interests in Securitized Financial Assets. The provisions of this statement are effective for
all financial instruments acquired or issued after the beginning of an entity’s first fiscal year that begins after
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September 15, 2006. The adoption of FAS No. 155 is not expected to have a material impact on the financial statements
of the Company.

In September 2006, the SEC issued SAB No. 108, Considering the Eﬁecrs of Prior Year Misstatements when
Quantifying Misstatements in Current Year Financial Statements. SAB No. 108 provides guidance on how prior year
misstatements should be considered when quantifying misstatements in current year financial statements for purposes
of determining whethér the current year’s financial statements are materially misstated. SAB No. 108 is effective for
fiscal years ending after November 15, 2006. The application of SAB No. 108 did not have a material impact on the
Company’s results of operations or financial position. ‘

In July 2006, the FASB issued FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes
(“FIN 48”). The interpretation clarifies the accounting for uncertainty in income taxes recognized in a company’s
financial statements in accordance with SFAS No. 109, Accounting for Income Taxes. Specifically, the pronouncement
prescribes a recognition threshold and a measurement attribute for the financial statement recognition and measurement
of a tax position taken or expected to be taken in a tax return. The interpretation also provides guidance on the related
derecognition, classification, interest and penalties, accounting for interim periods, disclosure and transition of uncertain
tax positions, This interpretation was effective for the. Company on January 1, 2007. The Company is currently
evaluating the impact this new standard will have on its future results of operations and financial position.

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements (“SFAS 1577), which defines fair
value, establishes a framework for measuring fair value in accordance with GAAP, and expands disclosures about fair
value measurements. SFAS 157 applies where other accounting pronouncements require or permit fair value
measurements; it does not require any new fair value measurements under GAAP. SFAS 157 is effective for the
Company on January 1, 2007. The effects of adoption will be determined by the types of instruments carried at fair value
in the Company’s financial statements at the time of adoption as well as the method utilized to determine their fair values
prior to adoption. Based on the Company’s current use of fair value measurements, SFAS 157 is not expected to have a
material effect on the results of operations or financial position of the Company.

Quarterly Financial Data (Unaudited)

The table below sets forth certain unaudited operating results for each of the eight quarters in the two-year period
ended December 31, 2006. This information has been prepared on the same basis as the consolidated financial statements
appeanng elsewhere in this document, includes all adjustments necessary to present fairly this information when read in
conjunction with the Financial Statements and Notes thereto, and includes consideration of discontinued operations from
the sale of the U.K. Subsidiary on June 3, 2005. Qur operating results for any one quarter are not necessarily indicative
of results for any future period.

Quarter ended )
331006 6/30!0(.' 9/30/06  12/31/06 331405 6/30/05 9/30/05  12/31/05

. (in thousands, except per share amounts)
Nelt revenues from continuing operations ... ... $ 599 $ 958 % 583 $ 554 . % 881 § 793 $ 928 $ 622

Net Income/(loss) from continuing operations . .. (116) 281 (44) 51 323 (439) {657) (159
Net Income/(loas) from continuing operations . a . A
appl:cable to common shareholders .. ... ... . (187) 210 (114) ) 20 (394) (310) {728) (230)
Income/(loss) from discontinued operations . . . — — — — (428) (29) — —
Gain/(loss) on sale of discontinued operations . . — — — — — 327 — —
Basic earnings per share
Earnings/(loss) from continuing operations . . (0.06) 0.08 (0.04) (0.01) (0.15) - - (0.19) (0.27) {.08)"
Eamings/(loss) from discontinued operations . . — — — - {0.16) 0.1t R —
Net income/(loss) per commen share .. ... ... {0.06) 0.08 (0.04) (0.01) (0.31) (0.08) (0.27 (0.08)
Diluted earnings per share "’ ‘
" Eamings/(loss) from continuing operations . . . (0.06) 0.07 (0.04) (0.01) (0.15) (0.19) (027 (0.08)
Earnings/(loss) from discontinued operations . . — — — e (0.16) 0.11 — —
Net income/(foss) per common share ......... /,/(0.06) 007 (0.04) .o - (03D (0.08) (0.27) (0.08)
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In accordance with SFAS No, 142 “Goodwill and Other Intangible Assets,” intangible assets with indefinite useful
lives must be tested periodically for impairment. Examples of Management’s judgment regarding the existence of
impairment of an intangible asset and the resulting fair value, would include management’s estimates of future net cash
flows and assessment of adverse changes in legal factors, market conditions, or loss of key personnel. If the fair value
of the intangible asset is determined to be less than the carrying value, the Company would record an impairment loss.
SFAS No. 142 prescribes a two-phase approach for impairment testing of goodwill. The first phase screens for
impairment; white the second phase (if necessary) measures the impairment.

Goodwill was evaluated for impairment quarterly throughout 2006 and 2005 in accordance with SFAS No. 142.
The fair value was estimated using the expected net present value of future cash flows. The analysis for the third guarter
of 2005 identified tower-than-expected operating results, and the Company revised the anticipated future earnings
projections. As a result of this review, it was determined that there was an impairment of goodwill, and the second phase
was required. The second phase resulied in the Company recording a non-cash impairment charge of $528,000 at
September 30, 2005 to write-off a portion of the carrying value of goodwill. Additionally, as a result of the sale of the
U.K. Subsidiary, goodwill was written down by $488,000 in June of 2005 to account for the allocation of goodwill to
the U.K. Subsidiary. As a result of the quarterly analyses conducted in 2006, it was determined that there was no further
instance of impairment of the remaining recorded goodwill. Therefore, the second phase of the testing was not required.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The Company is subject to market risk exposures of varying correlations and volatilities, including interest rate risk
and foreign exchange rate risk. Currently, the Company maintains its cash position primarily in money market funds and
other bank accounts. The Company does not currently engage in hedging activities or otherwise use derivatives 10 alter
the interest characteristics of its financial assets. Although a decrease in interest rates could reduce our interest income,
management does not believe a change in interest rates will materially affect the Company's financial position or results
of operations in 2007,

Changes in interest rates could make it more costly to borrow money in the future and may impede our future
acquisition and growth strategies if management determines that the costs associated with borrowing funds are too high
to implement these strategies.

We do not engage in any hedging activities. As foreign currency exchange rates vary, the fluctuations in revenues
and expenses related to our international customers may impact our consolidated financial statements. A weaker US
dollar would result in an increase to revenues and expenses and a stronger US dollar would result in a decrease to
revenues and expenses.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Information included under fem 15 (a) (1) and (2)
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To The Board of Directors
Firstwave Technologies, Inc. and Subsidiary
Atlanta, Georgia

We have audited the accompanying consolidated balance sheets of Firstwave Technologies, Inc. and Subsidiary (the
“Company”) as of December 31, 2006 and 2005, and the related consolidated statements of operations, changes in
shareholders’ equity and cash flows for each of the years in the three-year period ended December 31, 2006. These
consotidated financial statements are the responsibility of the Company’s management. Qur respensibility is to express
an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
the consolidated financial statements are free of material misstatement. We were not engaged to perform an audit of the
Company'’s internal control over financial reporting. Our audit included consideration of internal control over financial
reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Company’s internal control over financial reporting. Accordingly, we
express no such opinion. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures
in the consolidated financial statements, assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall consolidated financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Firstwave Technologies, Inc. and Subsidiary as of December 31, 2006 and 2005, and the results of
their operations and their cash flows for each of the years in the three-year period ended December 31, 2006, in
conformity with accounting principles generally accepted in the United States of America.

Cherry, Bekaert & Holland, L.L..P.

Atlanta, Georgia
March 28, 2007
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FIRSTWAVE TECHNOLOGIES, INC,

CONSOLIDATED BALANCE SHEETS
{IN THOUSANDS, EXCEPT PER'SHARE DATA)

ASSETS
Current assets:
Cashand cashequivalents . ... . .. ... . ... . i i
Accounts receivable, less allowance for doubtful
accounts of $20 and $43 in 2006 and 2005, respectively .................
Note receivable, current ......... e
Prepaid expenses and other current assets . ..., ieaan ..

Total CUITENE ASSEIS . v\ttt e et e e i eiaa e
Property and equipment, NEL . .. ... ... i e
0] (4 11 =) 11N UGG
Software development COSES, NEL . .. ... ..ttt n et
Intangible asselS .. ..t it i e
GoodWIll .. e e e
Notereceivable, MEL . ... . i e i e i

O] ASSEES . .. ittt e e

Current liabilities:
Accounts payable . ... ..
Salestax payable .. ... ... i i e
Deferred reVEnUE . ... ... ... ittt e e s
Accrued employee compensation and benefits .. ... ... e e
Dividends payable . ........ .. i e e
Other accrued liabilities . .. ... .. e

Total current liabilities .. ... it i i

Shareholders’ equity:

Preferred stock, no par value; 1,000,000 shares authorized;

50,687 shares issued; 33,720 and 34,020 outstanding

at 2006 and 2005, respectively

23,720 shares @3$100 per share liquidation preference

10,000 shares @$75 per share liquidation preference ....................
Common stock, par value $.0019 per share; 10,000,000

shares authorized; 2,868,302 and 2,729,135 shares issued

and outstanding at 2006 and 2005, respectively .. ....... ... . oo
Additional paid-incapital . ........ . ... ... i S
Accumulated other comprehensiveloss ........... ... il
Accumulated deficit . ... ... . i e

Total shareholders’ equity ... ... ...t i
Total liabilities and shareholders’ equity ......... ... ... . ... ...,

" The accompanying notes are an integral part of these consolidated financial statements.
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December 31,

2006 2005
$ 997 $ 360
248 399
500 300
425 475
2,170 1,534
55 82

8 50

— 363

418 572
593 593
580 1,065

$ 3,824 $ 4,259
$ 138 $ 302
28 30

703 1,117

59 99

46 46

) 2

976 1,596

$ 2981 $3,011
13 13
25,296 25,269
— (16)
(25,442) (25,614)
2,848 2,663
$ 3,824 $ 4,259




FIRSTWAVE TECHNOLOGIES, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
(IN THOUSANDS, EXCEPT PER SHARE DATA)

For the Year Ended December 31,

2006 2005 2004
Net Revenues:
Software .. ... ... .. § 743 $ 551 $ 876
EIVICES .. e 291 623 1,145
Maintenance ......... ... ... e 1,651 2,002 2,457
Other ... . . : 9 43 - 48
.............................................. 2,694 3,224 4,526
Cost and Expenses: '
Cost of revenues:
Software . ... e 411 803 2,032
SEIVICES L. . i e e 159 578 L193
Maintenance . ........... ... e 563 422 405
Other .. ... e e 14 32 ' 38
Salesandmarketing - . ........... vt 339 506 1,903
Product development ...........................o 0.t an 631 1,188
General and administrative ............................ 768 1,410 2,082
Goodwill impairment . .. ... ... ... .. o L, — 528 750
12,571 4910 9,591
Operating income/(loss) .. ...........ciiiiiinn... 123 (1,686) (5,065)
Lossoninvestment ..............'iuimuninnneennnnn. 57 — —
Interestincome, met . ...... ... .. . 0 . 106 108 17
Income/(loss) from continuing operations before income taxes 172 (1,578) (5,048)
Income tax provision, continuing operations .............. — — —
Income/(loss) from continuing operations . ................ 172 (1,578) (5,048)
Income/(toss) from discontinued operations ............... —_— @57 410
Gain on sale of discontinued operations .................. — 327 —
Net income/(loss) from discontinued operations ... ......... —_ {130) 410
Netincome/(loss) .. ...t iinnens, 172 (1,708) (4,638)
Dividends on preferredstock . .. ........................ (283) (284) (255)
Net loss applicable to common shareholders .............. $ a1 $(1,992) $(4,893)
Basic and diluted per share:
LLoss from continuing operations . . .................... $(0.04) $ (0.69) $ (1.98)
Earnings/(loss) from discontinued operations . . .......... — (0.05) 0.15
Net loss per common share — Basic and diluted ............ $(0.04) (074 $ (1.82)
Basic and diluted weighted average shares outstanding .. .... 2,792 2,708 2,682

The accompanying notes are an integral part of these condensed consolidated financial statements.
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FIRSTWAVE TECHNOLOGIES, INC,

CONSOLIDATED STATEMENTS OF CASH FLOWS
(IN THOUSANDS)

For Year Ended December 31,
2006 2005 2004

Cash flows from operating activities:
INET INCOMEIIOSS) 1vvveeeereeeceee st ee et s reressesees e nessteatesnensesaensemaeeamen 5172 $(1,708) $(4,638)
Adjustments to reconcile net income/(loss) to net cash:
Provided by/(used in) operating activities:

Depreciation and amortiZation ........cccocveeeeeeceinieecoreeceoresesseeresones 562 1,130 1,817
Non-cash interest iNCOME ........coooevieiiiininiinictieeeee e 89 (42) —
{Gain)/loss on disposal of fixed assets .........coccvviiniiiiiii e, e 1 3
LOSS ON INVESHNENLS .oeceeeieieir v riasssees s es s e b anba e 57 — —
Stock proceeds from sale ... -_— (66) —
Provision for bad debts ... e 23) 27 (33
Stock COMPENSALION ittt emesneieste e b e sens 57 30 44
Impairment of Goodwill ..., — 569 750
Write-off of capitalized software .........ccccovveiiniiiiicieee —_ — 711
Changes in assets and liabilities:
Accounts receivable........o e ———— 174 163 638
Note receivable ... 375 (300} —
Prepaid expenses and other assets.....c.ooovvvveeiirieceeceecececeeee, 50 25 426
Accounts payable ..o (164) 277 13
Sales tax payable .occcoovciiiini e s (2) (187} (153)
Deferred reVENUE ... (414) (196) (78)
Accrued employee compensation and benefits..............c.ocoeoe... (40) 37 (212)
Other accrued Habilities .....ovvieii ot — (68) (89)
Total AdjuStMENIS . .......ooieeverrre e e ee e 543 782 3,857
Net cash provided by/(used in) operating activities ................ 715 (926) (781)
Cash flows from investing activities:
Software develOPMENE COSS oo eeeie v s e sre s — — (94)
Purchases of property and equipment, et .....ooooiiiiiieieeeeeeeee (18) 20 (108)
Sale of UK Subsidiary ......cccoviiiirrrneetse e — 256 —
Net cash provided by/(used in) investing activities ................ 18) 236 (202)
Cash flows from financing activities:
Proceeds from issuance of convertible preferred stock, net ...........c....... —_— — 678
Issuance of cOMMON SIOCK .corrriieecceece e e 127 29 —
Exercise of common Stock OPONS .....ooveiiciiniieeererireec s ene e 96 6 4
Proceeds from employee stock purchase plan ... — 3 1
Repayment of DOMMOWINES ....c.ccccoiiriiriccrrncinr v e sssesssesrnre e — — (500)
Payment of dividends on convertible preferred stock.......ccoeieeiirrinnanes (283) (284) (250)
Net cash used in financing activities ........ccoovecvniveiniiiiinennn. (60) (246) (67)
Effect of exchange rate changes on cash and cash equivalents ................. — 10 (368)
Net increase/(decrease) in cash and cash equivalents .............cccoecveiiinn 637 (926) (1,418)
Cash and cash equivalents, beginning of Year ......cooceevevvvinvnvnininsniienens 360 1,286 2,704
Cash and cash equivalents, end of year ... 997 3 360 $ 1,286

Supplemental disclosure of cash flow information:
Cash paid fOr INETESL ....oovceeeeeeirieiieieti et e ve e $ — $ — $ 26

Cash paid fOr INCOME LAXES .....vurvrirmriinrieeseretiessee e e see s senaes $ — 5y — $ —

The accompanying notes are an integral part of these consolidated financial statements.
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1. DESCRIPTION OF BUSINESS AND BASIS OF PRESENTATION

Description of the Company

Headquartered in Atlanta, Georgia, Firstwave is a provider of lead generation, lead nurturing and customer
management and tracking solutions built upon a swite of Customer Relationship Management (CRM) products.
Firstwave's solutions help customers find new prospects, continuously engage these prospects throughout the sales cycle
and maintain contact with customers throughout their lifecycle. Firstwave’s modular internet marketing, sales lead, and
customer managemnent solutions help customers achieve results.

Basis of presentation and liguidity considerations

Fair value of financial instruments .

The Company has identified cash, accounts receivable, notes receivable, investments, accounts payable and debt as
financial instruments of the Company. Due to the nature of these financial instruments the Company believes that the
fair value of these financial instruments approximates their carrying value.

Consolidation

The consolidated financial statements include the accounts of Firstwave Technologies, Inc. and its wholly owned
subsidiary, Connect-Care, Inc. All intercompany transactions and balances have been eliminated in consolidation.

Reclassifications

Certain amounts in the 2005 and 2004 consclidated financial statements have been reclassified to conform to the
2006 presentation.

Liguidity

As of December 31, 2006, the Con‘lpany had cash and cash equivalents of $997,000, an increase of 176.9% from
the cash balance of $360,000 at December 31, 2005, The increased cash balance is primarily due to $375,000 received
in payment of a portion of the promissory note with First-Sports and the assignment of the company’s .Net Integrated
Development Environment technology to Galactus Software for $500,000. The Company carries no debt. We are
currently expanding our employee base and moving into new facilities. We anticipate that these new expenditures will
have an impact on our operating costs, cash flows and requirements for capital. Our future capital requirements will
depend on many factors, including our ability to continue to generate positive cash flows, to collect the note receivable
from First Sports, to generate revenues from our new modular internet marketing and sales lead solutions, to retain our
maintenance revenues from existing customers, to control expenses, and to generate additional revenues from other
sources. Any projections of future cash needs and cash flows are subject to substantial uncertainty. We have no material
commitments for capital expenditures. We do not believe that inflation has historicaily had a material effect on our
Company’s results of operations. ’

2. USE OF ESTIMATES

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and the disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Examples of estimates which require management’s
judgment include revenue recognition, accounts receivable reserve, notes receivable, investments, valuation of long-lived
assets and intangible assets, and goodwill. Management bases its estimates on historical experience and on other factors
which are believed to be reasonable under the circumstances. All accounting estimates and the basis for these estimates
are discussed between the Company’s senior management and the Audit Committee, Actual results could differ from
those estimates.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES : - : e ‘

Revenue recognition

The Company recognizes revenue in accordance with Statement of Posmon (SOP) 97-2, “Software Revenue
Recognition,” as amended by SOP 98-9, and related interpretations.

Revenue from software product licenses is recognized upon shipment of the product when the Company has a
signed contract, the fees are fixed and determinable, no significant obligations remain and collection of the resulting
receivable is probable, '

The Company’s products are licensed on a per-user model, except for hosting services. In accordance with
Paragraph 8 of SOP 97-2, license revenues under the per-user model are recognized under the Company's revenue
recognition polices when revenue recognition criteria are met. Hosting services are priced as a monthly or yearly fixed
amount based upon number of users, and are recognized ratably by month over the period of service. Hosting services
revenues are consolidated into services revenues on the Company’s financial statements.. ‘

Services revenue is recognized as services are performed. Our software product is able to function independently
in a customer’s environment without additional services. Our training, implementation, email, and customization
services are optional services to our customers and are not necessary for the functioning of the software product. Our
software is offered as a stand-alone product. It can be implemented with minimal services. The essential functionality
of the software, such as database support and maintenance, preparation of marketing campaigns, and standard workflow,
is functional and can be utilized by the customer upon installation as intended by the customer. At a customer’s request,
the software can also be implemented with additional services, such as data conversion and workflow modifications,
which are not significant to the functionality of the software, but rather tailor features to most effectlvely function in the
customer’s environment.

The revenue for the customization or implementation services is recognized as the services are provided and earned.
Revenue is allocated to software and services based on vendor specific objective evidence of fair values. Because the
software is a stand-alone product that can be used for the customer’s purpose upon installation, and because any services
performed have insignificant effect on the functionality of the software, services revenue is accounted for Separa[ely in
accordance with Paragraph 69 of SOP 97-2.

The Company has not recorded any unbilled receivables related to implementation and customization service
revenues, and the Company has accounted for any implementation and customization service revenues that have been
billed as the services were performed, in accordance with Paragraphs 65 and 66 of SOP 97-2.

The Company has arrarigements with customers that provide for the delivery of multiple elements, including
software licenses and services. The Company allocates and recognizes revenue related to each of the multiple elements
based on vendor specific objective evidence of the fair value of each element and when there dre no undelivered elements
essential to the funictionality of the delivered element. Vendor specific objective evidence is based on standard pricing
for each of the elements in our multipie element arrangements. Revenue associated with the various elements of multiple
element arrangemeants is based on such vendor-specific objective evidence as the price charged for each element is the
same as when the element would be sold separately from any other element. Standard prlcmg does not vary by customer
or by duration, or by requirements of the arrangement. :

Maintenance revenue is recognized on a pro rata basis over the term of the maintenance agreements.

.On October 10,.2005, the Company entered into a three-year OEM/Qutsourcing Agreement and a Licensing
Agreement with M1 Global, an Atlanta-based technology company. Under the terms of the agreements, M1 Global has
licensed the Firstwave CRM database schema to develop its future products, and is a non-exclusive reseller of Firstwave
products. Although the agreements included the outsourcing of Firstwave’s Professional Services and Support functions
to M1 Global, Firstwave is currently providing its own coverage in those areas and no longer pays M1 Global for these
services, The agreements provide that M1 Global also pays royalty commissions to Firstwave as follows: 33%-on
licenses and 20% on services. During the first six months of 2006, M1 Global handled most of the professional services
and paid a commission of 20% of services revenues to Firstwave, Commissions received from M1 Global for
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professional services for 2006 were $72,259. As we have increased our professional services staff since July of 2006,
the amount of professional services provided by M1 Global to our customers, and the commissions received from M1
Global, have declined. In addition, during the first six months of 2006, M1 Global provided most of the maintenance
services for our customers in exchange for a quarterly fee of $154,315 per quarter. Since July of 2006, we have hired
additional personnel for customer support and the support services provided by M1 Global have also been reduced. The
quarterly fees to M1 Global were approximately $90,000 in the third quarter and $78,000 in the fourth quarter of 2006,
For 20017, there have been no fees paid or payable to M1Global through March 31, 2007, .

Advanced billings for services and maintenance contracts are recorded as deferred revenue on the Company's
balance sheet, with revenue recognized as the services are performed and on a pro-rata basis over the term of the
maintenance agrecments.

The Company provides an allowance for doubtful accounts based on management’s estimate of receivables that will
be uncollectible. The estimate is based on historical charge-off activity and current account status.

Software development costs

Capitalized software development costs consist principally of salaries, contract services, and certain other expenses
related to development and modifications of software products capitalized in accordance with the provisions of SFAS
86, “Accounting for the Costs of Computer Software to be Sold, Leased, or Otherwise Markeied.” Capitalization of such
costs begins only upon establishment of technological feasibility as defined in SFAS 86 and ends when the resulting
product is available for sale. The Company evaluates the establishment of technological feasibility based on the existence
of a working model of the software product. Capitalized costs may include costs related to product enhancements
resulting in new features and increased functionality as well as writing the code in a new programming language. All
costs incurred to establish the technological feasibility of software products are classified as research and development
and are expensed as incurred.

The Company evaluates the realizability of unamortized capitalized software costs at each balance sheet date,
Software development costs which are capitalized are subsequently reported at the lower of unamortized cost or net
realizable value. If the unamortized capitalized software cost exceeds the net realizable value of the asset, the amount
would be written off accordingly. The net realizable value of the capitalized software development costs is the estimated
future gross revenues of the software product reduced by the estimated future costs of completing and disposing of that
product. Amortization of capitalized software costs is provided at the greater of the ratio of current product revenue to
the total of current and anticipated product revenue or on a straight-line basis over the estimated economic life of the
software, which is not more than three years. It is possible that those estimates of anticipated product revenues, the
remaining estimated economic life of the product, or both could be reduced due to changing technologies. The
amortization of software development costs is presented as a cost of sofiware revenues in the Company’s financial
statements.

Goodwill and other intangibles

In accordance with SFAS No. 142 “Goodwill and Other Intangible Assets”, intangible assets with indefinite useful
lives must be tested periodically for impairment. Examples of Management’s judgment regarding the existence of
impairment of an intangible asset and the resulting fair value, would include management’s estimates of future net cash
flows and assessment of adverse changes in legal factors, market conditions, or loss of key personnel. If the fair value
of the intangible asset is determined to be less than the carrying value, the Company would record an impairment loss.
SFAS No. 142 prescribes a two-phase approach for impairment testing of goodwill. The first phase screens for
impairment; while the second phase (if necessary) measures the impairment.

Goodwill was evaluated for impairment quarterly throughout the three years ended December 31, 2006 in
accordance with SFAS No. 142. The fair value was estimated using the expected net present value of future cash flows.
The analysis for the third quarter of 2005 identified lower-than-expected operating results, and the Company revised the
anticipated future earnings projections. As a result of this review, it was determined that the fair value of goodwill was
less than the carrying value, and the second phase was required. The second phase resulted in the Company recording a
non-cash impairment charge of $528,000 at September 30, 2005 to write-off a portion of the carrying value of goodwill.

33




In December of 2004, the Company recorded a non-cash impairment charge of $750,000 against the carrying value of
goodwill. Additionally, as a result of the sale of the U.K. Subsidiary, goodwill was written down by $488,000 in June of
2005 to account for the allocation of goodwill to the U K. Subsidiary, and is shown in discontinued operations. Based
upon the quarterly analyses conducted during 2006, it was determined that there was no further instance of impairment
of the remaining recorded goodwill. Therefore, the second phase of the testing was not required.

Concentration of credit risk

The Company is subject to credit risk primarily due to its trade accounts receivable, primarily due to the high
concentration of such receivables due from certain customers. The customer accounts receivable which represented more
than 10% of total accounts receivable are shown below:

December 31,
2006 2005
ATEOS, LI e reer s s e s rae et 0.0% 16.4%
Barclaycard IT ..ot 0.0% 10.0%
CapGemint UK ... esiess s s sabessstsvnas 22.9% 14.2%
IAeXX SYSEMS oot et srns e se e e sna e e 23.1% 0.0%:
M1 Global Solutions, TC. .ot eeeeeaenennne 1.9% 10.9%
Sungard HTE, INC. .c.ocvvriiieerc et 0.0% 23%

Significant Customers
The table below identifies the customer who contributed more than 10% of total revenue in 2006, 2005, or 2004.
Year ended December 31,

2006 2005 2004
Electronic Data Systems, Ltd .......ocooiviiiiiiiiiiniceceees 4.3% 6.2% 11.8% -
Galactus SOftWATE ........ccivvi i e 18.8% 0.0% 0.0%

As a result of the sale of its UK subsidiary, the Company is also subject to credit risk related to the $1,620,000
promissory note it holds from First Sports, the balance of such note at December 31, 2006, was $1,250,000, as discussed
in detail under “Discontinued Operations.”

Stock-based compensation

Statement of Financial Accounting Standards (*SFAS”) Statement No. 123(R) Share-Based Payment, was issued in
December 2004 and is effective for the year ended December 31, 2006. Accordingly, on January 1, 2006, the Company
adopted SFAS No. 123 (R) which requires the measurement and recognition of compensation expense for all share-
based payment awards made to employees, directors, and outside consultants including employee stock options and
employee stock purchases related to the Employee Stock Purchase Plan based on estimated fair values. SFAS 123 (R)
supersedes the Company’s previous accounting under Accounting Principles Board Opinion No. 25, “Accounting for
Stock Issued to Employees” (“APB 25”). The Company elected the modified prospective transition method, under which
the Company’s Consolidated Financial Statements for prior periods have not been restated to reflect and do not include
the impact of SFAS 123 (R). SFAS 123(R) requires companies to estimate the fair value of share-based payment awards
on the date of grant using an option-pricing model. Compensation expense is recognized ratably over the period of
vesting. Compensation expense for all share-based payment awards granted subsequent to January 1, 2006 is being
recognized using the straight-line method.

The fair value of each option grant and the employees’ purchase rights are estimated on the dates of grant using the
Black-Scholes option-pricing model with the following weighted-average assumptions used in 2006, 2005 and 2004,
respectively: dividend yield of 0% for all years; expected volatility of 125%, 125% and 127%, respectively; risk-free
interest rate ranging from 2.96% to 5.10% and expected lives of 6 years, 4.5 years, and 4.5 years, respectively. For the
year ended December 31, 2006, a forfeiture rate of 2% was used.
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There is no tax henefit included in the stock-based employee compensation expense determined under the
fair-value-based method for the twelve month periods ended December 31, 2006, December 31, 2005 and
December 21, 2004, as the Company established a full valuation allowance for its net deferred tax assets.

The Company adopted the disclosure only provisions of SFAS No. 123, “Accounting for Stock-Based
Compensation” for 2005 and 2004, while stock compensation expense was recorded in the Company’s Consolidated
Financial Statements for 2006, The stock compensation expense for 2006 was $57,000. The following table illustrates
the effect on net loss per share if the Company had applied the fair value recognition provisions of SFAS No. 123 to
stock-based employee awards for 2005 and 2004 (in thousands, except for per share data).

Year Ended
December 31,
2005 2004
Net loss applicable to common
shareholders as reported ........covviiiiiiice e $ (1,992) $ (4,893)
Stock based employee compensation, net of related
tax effects under the fair value based method ... 774 943
Net 1oss as adjusted ......oocecvvieienereecr e e $ (2,766) $ (5,836)
Net loss per share: '
Basic — a8 repOrted ......oo.voeeeecveie e $§ (7 $ (.82
Basic — 25 AdUSIEd ....veeee et $ (1.02) $ (2.18)
Diluted — as reported ......ocvoeoiieerricre e $ (7dH $ (1.82)
Dituted — as adjusted ..o $ 1.02) $ @218

In the second quarter of 2005, the Board of Directors of the Company voted to immediately vest all outstanding
unvested options held by employees and directors of the Company.

Basic and diluted net income/(loss) per common share

Basic net loss per common share is based on the weighted average number of shares of common stock outstanding
during the period. Stock options and convertible preferred stock would have been included in the diluted earnings per
share calculation had they not been antidilutive. Net loss applicable to common shareholders includes a charge for
dividends related to the Company’s outstanding preferred stock.

Potential common shares from stock options and convertible preferred stock have been excluded from the
computation of diluted earnings per share due to net losses from continuing operations in 2006, 2005, and 2004 as their
effect is antidilutive. The number of common shares that could have potentially diluted earnings per share and therefore
were not included in the computation of diluted earnings per share were $1,025,396 in 2006, 1,099,063 in 2005, and
830,779 in 2004. Weighted average options to purchase shares of common stock outstanding but not included in the
computation of diluted EPS were 149,502 in 2006, 152,002 in 2005, and 426,975 in 2004. These options were not
included in the computation of diluted EPS because the options’ exercise price was greater than the average market price
of the common shares.

Advertising Expense

The Company expenses advertising costs when the advertising takes place. Advertising costs from continuing
operations were $3,000 and $239,000 in 2005 and 2004, respectively, with no advertising expense in 2006.
Impairment of long-lived assets

The Company evaluates impairment of long-lived assets annually or whenever events or changes in circumstances
indicate that the carrying amount of an asset may not be recoverable. 1f the sum of the expected future undiscounted cash
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flows is less than the carrying amount of the asset, an impairment loss would be recognized. Measurement of an
impairment loss for long-lived assets would be based on the fair value of the asset.

Cash and cash equivalents

Cash and cash equivalents include all highly liquid investment instruments with an original maturity of three
months or less. '

Property and equipment

Property and equipment consist of furniture, computers, other office equipment, and purchased software, recorded
at cost less accumulated depreciation and amortization, Depreciation and amortization for financial reporting purposes
are recorded using the straight-line method over estimated useful lives ranging from three to six years. Expenditures for
maintenance and repairs are charged to expense as incurred.

Income taxes

The Company accounts for income taxes utilizing the liability method and deferred income taxes are determined
based on the estimated future tax effects of differences between the financial reporting and income tax bases of the
related assets and liabilities under the provisions of currently enacted tax laws. A valuation allowance is provided if,
based upon the weight of available evidence, it is more likely than not that some or all of the deferred tax assets will not
be realized.

Comprehensive income/(loss)

Comprehensive income/{loss) consists of net income/(loss) and other gains and losses affecting shareholders’ equity
that, under generally accepted accounting principles are excluded from net income/(loss).

4. DISCONTINUED OPERATIONS

On June 3, 2005, Firstwave entered into the Stock Purchase Agreement with Al AboutTickets LLC, now known as
First Sports International (“First Sports™). The Company sold its U.K. Subsidiary to re-focus on the high technology
market and to direct its efforts away from the Sports business that was concentrated in the U.K. market. Pursuant to the
Agreement, effective May 1, 2005, the Company sold to First Sports all of the issued share capital of Firstwave
Technologies U.K,, Ltd., a subsidiary of the Company. This sale of the Company’s U.K. Subsidiary has been treated as a
discontinued operation in the accompanying consolidated statement of operations. The total price for the stock purchase
transaction was $2,214,000, of which $256,000 in cash was received at closing, $1,620,000 is due under a non-interest
bearing Promissory Note that calls for payments to be made over a maximum of three years, and $338,000 is due as
software revenues are achieved by the First Sports and which will reimburse the Company for certain prepaid royalties.

As of December 31, 2006, the remaining balance of the promissory note was $1,175,000 payable in installments.
The short-term portion of the note is $500,000, is payable prior to December 31, 2007, and has been classified as a
current asset on the Balance Sheet. The long-term portion of the note is $675,000, is payable in fiscal year 2008, and is
classified as a non-current asset on the Balance Sheet. Under the License Agreement, First Sports will pay quarterly
royalty amounts to the Company if such royalty amounts exceed the payments due under the Promissory Note, and such
amounts will be applied to the uncollected balance of the note receivable. In accordance with APB 21,”Interest on
Receivables and Payables.” imputed interest was calculated at 8%, resulting in an unamortized discount at May 31, 2005
totaling $233,000 and recorded as a direct_reduction from the face amount of the note. Through December 31, 2006,
$138,000 was amortized, resulting in an unamortized balance of $95,000 of tmputed interest as of December 31, 2006.
Additionally, as of December 31, 2006, the Company received $104,051 as payments against the prepaid royalties.

The sale of the U.K. subsidiary included $79,000 of total assets, consisting of accounts receivable, prepaid assets,
furniture and equipment. The total liabilities sold were $67,000, consisting of accounts payable, taxes payable, benefits
payable and deferred revenue. Net loss from discontinued operations was $130,000 for the year ended December 31,
2005. Total revenues from discontinued operations were $341,000 in 2005.
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As a result of the sale of the U.K. Subsidiary, the Company recognized a pre-tax gain of $327,000 in 2005; this
amount is included in income/(loss) from discontinued operations in the 2005 Consolidated Statement of Operations.

5. PROPERTY AND EQUIPMENT
Property and equipment are summarized as follows (in thousands}):
o T ' “December i,

2006 2005 - 2004
Computer hardware and other equipment . . . ... . o $1,763 $1.744 $1,789
Furniture and fixtures ................oou... 323 323 780
Purchased software . ....................... 1,803 1,803 1,796
' o - . '3.889 3,870 4,365
Less: Accumulated depreciation and amortization (3,834) (3,788) (4,101)
' - $ 55 $ 82 S 264

Deprecmnon and amortization of property and equipment totaled $45 OOO $170 000 and $334, OOO in 2006, 2005,
and 2004, respectively.
6. GOODWILL AND INTANGIBLE ASSETS

At December 31, 2006 and 2005, the Company had the following amounts recorded as goodwill and intangible
assets (in thousands):

2006 2005
Goodwill. . . . . A e - o $593 $ 593
Amortizable Intangible Assets: R
Connect Care technology. . ........ 0. . T $300 $300
_ Accumulated dmomzanon ..... s o oL 300 (275)
Net book valUe. . ... ... oo o 5 — $ 25
Connect-Care customer relationships ., ....... o $ 900 . $900
. Accumulated amortization. e N (482) - (353)
Netbook value. ... ... ...c....coiiiiieean.. $418 $ 547
Amortization expense was $154,000 in 2006 and $229,000 in 2005.
Estimated amortization expense through 2010 is as follows (in thousands):
2007......0... e 3129
2008, ... 3129
2009, ... $129
2010, ., oo $ 31

During 2005 the Company sold its U.K. subsidiary. The Company allocated $488,000 of goodwill to the basis of
the eubmdlary in calculating the gain on sale of the subsidiary. '

During 2005 the Company recorded an 1mpa1rment charge to goodwnll in the amount of $528 000. Based on the
Company s fair value of the ennty determmatlon at an interim period during 2005, utilizing the expected net present
value of future cash flows, it was determmcd that goodwill was 1mpalred

During 2006 the Company did not record an impairment charge to goodwnll Based on the Company’s fair value of
the entity determination, uullzmg the expected net’ prescnt value of future cash flows, it was determined that goodwill
was not impaired. a - .




. The difference between the provision for income taxes at the approximate statutory income tax rate of 34% and the
Company s effectlve tax rate is as follows e LN ST - Y

[ . t .l : Co - . o et

g . JA . . — ' Year ended December 31,
_ I B L 2006 T 2008 ~ 2004

Statutory income taxes .......\ ..., ... 1.) 34.0% -34.0:‘_70' R 34.0%

State income taxes...... ! ’ - 4.0% T 40% 40% - -

" Change in valuation allowance ... ..7..:.0. " " -380% - 7 _'380% T 7 380%
. o T oo _00% L _00%
""" AtDecémber 31,2006 and 3005, deferred tax (assets) liabilitiés are comprised of the following (in thousands):
: | IS : . December 31, , -
. IR N . et R 2000 0 2005
" Gross deferred tax liabilities SR e e oo
Capitalization of software development costs. .~ - * = ** b $ — " o124
Depreciation. _............... ... P P _ —_ 9N
Other ...........ccvevinennn R T I P — , =
v T P A T L 215
coeE Gross deferred tax assets B B ': pooke - IR
C Net operatmg loss can'yforWards ...... T (9743 (10,001)

' Taxoredncanyfonvards.......:;' ..... ‘ S 93 83’

; _Allowance for doubtful accounts receivable . . .’ T (8 re (l4)" :
L . 084 T (10,008)
Valuation allowance. ........... P B . 9844 9,883,

| T = ey
Net deferréo'tax assets. . , IRREPREE o D S ; I

" Included in the deferred tax 'assets above are gcneral business tax credlt carryforwards of approx;mately $245 000
which will expire in years 2008 through 2011, and us. net operatmg loss carryforwards of approx:mately $25 600, 000
which expire in years 2009 through 2019.

SFAS No. 109 spec1ﬁes that deferred, tax assets are to'be reduced by a valuauon allowance 1f it is more likely than
not that some portion or all of the deferred tax assets will not be realized. A valuation allowance has.been provided for
those net operating loss carryforwards and foreign tax credits which are deemed more likely than note to expire before
they are utilized. Management’s estimate of the valuation allowance could be affected in the near term based on resu]ts
of cperations in future periods. L o

11. STOCK COMPENSATION PLANS S T

In February of 1993, the Board of Directors adopted a Stock Option Plan (the “Option Plan™). In May of 2003, the
shareholders of Firstwave approved the 2005 Stock Incentive Plan for the Company (the “Incentive Plan™). The Incentive
Plan permits the grant and issuance of both incentive and non-qualified stock options to.purchase Common Stock,
restricted stock awards, restricted stock units and stock appreciation rights to directors, officers and employees of the
Company (the “Awards”). The total number of shares that may be issued pursuant to the Incentive Plan shall not exceed
300,000 shares plus all shares that were reserved for issuance under the Option Plan which had not been issued.
Accordingly, the Incentive Plan provides for the grant of Awards representing up to 816,667 shares of Common Stock.
Pursuant to the terms of the Incentive Plan, the Compensation Committee of the Board of Directors is authorized to make
stock compensation grants to employees and directors of the Company who are eligiblé to receive such grants under the
Incentive Plan. The Compensation Committee is further authorized to establish the grant or exercise price, which for
incentive stock options will be equal to the fair market value of the stock at the date of grant. Options generally vest over
a three or four year period from date of grant. Options expire ten years after the date of grant.




At December 31, 2006, 310,841 options were available for grant and 556,919 options were outstanding related 1o
the Incentive Plan.

A summary of stock option activity is as follows;
Exercise Weighted Weighted

Price Avg Exercise Average
Shares Per Share Price Fair Value

Qutstanding at December 31,2003 . ............. 384,829 $1.32 - 16.50 $8.21
Granted ...........ccoviiiiiiinn 312,000 224 -5.59 381 $3.23
Exercised ..........ccviiiiiin i (2,292) 1.38 -4.05 2.11
Canceledorexpired . ....................... (114,925) 1.38 -15.92 7.39

QOutstanding at December 31,2004 . ............. 579,612 1.32 - 16.50 6.02
Granted ........ ...t 207,500 147 - 171 1.53 1.53
Exercised ......... ... ... ... ... . ..., (16,051) 1.58 - 2,72 2.18
Canceledorexpired . ....................... (437.475) 1.38 - 15.92 6.32

Qutstanding at December 31,2005 .. ............ 333,586 1.32 -16.50 3.02
Granted .......... . .00ttt : 317,000 1.95-2.18 2.16 1.91
Exercised ......... ... ... ... .. ... ... ...... (64,167) 1.81 ~2.00 1.48
Canceledorexpired .. ...................... (29,500) 198 —11.77 275

Outstanding at December 31,2006 .. ............ 556,919 1.47 - 16.50 272

A summary of the nonvested option activity with changes during the year is as follows:

Weighted-

Average Grant

Nonvested Shares ___Shares _Date Fair Value
Nonvested at January 1,2006 ................ — —
Granted ...........cciiniiiiiiia. 317,000 1.91
Vested ... e — —
Forfeitedorexpired ............. ... .. .. .. 28,000 1.80
Nonvested at December 31,2006 ............. 289,000 1.92

The total intrinsic value of options exercised during the years ended December 31, 2006, 2005 and 2004 was
$29,235, $4,273, and $5,767, respectively.

In the second quarter of 2005, the Board of Directors of the Company voted to immediately vest all outstanding
nonvested options held by employees and directors of the Company. The Company would have had to record significant
non-monetary compensation expense once SFAS 123(R) was adopted in 2006 which was avoided by the Company’s
decision,
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The following table summarizes information about stock options outstanding at December 31, 2006:

Options Quitstanding Options Exercisable
Number Weighted , Number . Weighted
OQutstanding Average Weighted Outstanding Average Weighted
at Remaining Average at Remaining Average
December 31, Contractual Exercise December 31, Contractual Exercise
2006 Life (years) Price 2006 Life (years) Price
$147-%147 ........... 105,000 8.79 $1.47 105,000 8.79 1.47
$151-8214........... 34417 824 ‘ 1.83 12,417 7.07 1.67
$216-%216........... 57,500 9.56 2.16 ] — —_
$208-% 218 ........... 210,000 9.80 2.18 . 0 - —_—
$224-% 224 ... .. 500 7.35 . 224 500 71.35 224
2845284 ........... 100,000 743 2.84 100,000 7.43 2.84
$550-% B47 ... ..., 39,168 4.85 6.72 39,168 4.85 6.72
$928-% 928........... 1,667 5.35 - 9.28 1,667 5.35 9.28
$15.00-51500 .......... 1,667 335 15.00 1,667 335 15.00
$1650-%1650 .......... 7,000 6.06 16.50 7,000 6.06 16.50
$147-81650 ........... 356919 1.96 $3.71 | 267419 6.67 $4.89

A summary of the status of all nonvested shares as of December 31, 2006, and changes during the year ended is
presented below:

Weighted- Weighted- Aggregate
Avg Exercise  Avg Remaining  Intrinsic
Options Shares Price (§)  Contractual Term  Value
Qutstanding at January 1,2006................. 334,000 3.02 8.40 48,000
Granted ... . e 317,000 2.14 5.64 51,000
Exercised . ... .. e 64,000 1.49 7.99 29,000
Forfeited orexpired .. ........ ... ... ........ 30,000 4.52 8.67 6,000
Outstanding at December 31,2006 .............. 557,000 3.71 7.96 142,000
Exercisable at December 31,2006 .............. 267,000 4.89 6.67 97,000

12. COMMITMENTS AND CONTINGENCIES

As of December 31, 2006, the Company’s headquarters and principal operations were located in office space under
a sublease with M-1 Global in metropolitan Atlanta, Georgia. The sublease expires on June 30, 2007. The total amount
of base rent (at $10.00 per square foot per year, effective beginning November 2006) is recorded as rent expense. At
December 31, 2006, the Company’s material future rental commitments were approximately $13,000. Net rent expense
under this and previous agreements were approximately $5,072, $196,000, and $628,000, for the years ended
December 31, 2006, 2005 arid 2004, respectively. For 2006, rent for the subleased space was $1.00 per square foot until
November of 2006 when it increased to $10.00 per square foot. '

Rent expense for 2005 was reduced from 2004 levels primarily due to the Company’s evaluation of its future lease
commitments in its Atlanta, Georgia office during 2004. The Company determined that it was not using a portion of its
leased office space and that such space would provide no economic benefit for the remaining term of the lease. In
accordance with SFAS No. 146, the Company accrued $153,000 representing the remaining rent expense relating to the
9,995 square feet ($218,000) net of estimated potential sublease rental income ($65,000).

On October 10, 2005, the Company entered into a three-year OEM/Outsourcing Agreement with M1 Global
Solutions, Inc. (“M1 Global”), an Atlanta-based technology company. M1 Global has licensed the Firstwave CRM
database schema to develop its future products, and is a non-exclusive reseller of Firstwave products. Although the
agreements included the outsourcing of Firstwave's Professional Services and Support functions to M1 Global,
Firstwave is currently providing its own coverage in those areas and no longer pays M1 Global for these services. During
the first six months of 2006, M1 Global handled most of the maintenance services for our customers in exchange for a
quarterly fee. Since July of 2006, we have hired additional personnel for customer support and the services provided by
M1 Global have been reduced. The quarterly fees to M1 Global were approximately $90,000 in the third quarter and
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$78,000 in the fourth quarter of 2006. For 2007, there have been no fees paid or payable to M1Global through
March 31, 2007.

The Company may be subject to legal proceedings and claims, which may arise, in the ordinary course of its
business. In the opinion of management, the amount of the ultimate liability with respect to these actions will not
materially effect the financial position of the Company.

4

13.. EMPLOYEE BENEFIT PLANS

401(k) Plan

Effective August 1, 1990 the Company established a defined contribution plan (the “401(k) Plan™) which qualifies
under Section 401(k) of the Internal Revenue Code for the benefit of eligible employees and their beneficiaries.
Employees may elect to contribute to the 401(k) Plan, subject to Internal Revenue Service annual contribution limits.
For each payroll pericd, the Company matches 30% of the lesser of (1) the participants’ contribution or (2) 7.5% of the
participants’ compensation. In addition, the Company may make discretionary annual contributions, For the years ended
December 31, 2006, 2005, and 2004, the Company made matching contributions of approximately $11,374, $32 000,
and $46,500, respectively, to the 401(k) Plan and no discretionary contributions were made.

Employee Stock Purchase Plan

The Company has reserved 40,000 shares of common stock for issuance under its Employee Stock Purchase Plan
{(“ESPP”), which was effective January 31, 1995. The ESPP was designed to qualify as an employee stock purchase plan
under Section 423 of the Internal Revenue Code. The ESPP provides that eligible employees may contribute up to 10%
of their base earnings each quarter for an option to purchase the Company’s common stock. Effective April 1, 1998, the
exercise price is 85% of the fair market value of the common stock on the last business day of each quarter. No
compensation expense is recorded in connection with this plan. During 2006, no shares were issued under the ESPP. In
2005, 1,547 shares were issued under the ESPP. At December 31, 2006, 24,596 shares had been issued cumulatively
under the plan, and there were no options to purchase outstanding. There was no activity in the plan in 2006. Shares
purchased in 2005 and 2004, respectively, were 1,029 and 1,180.

14. SEGMENT INFORMATION

Management believes that the Company has only a single segment consisting of software sales with related services
and support. The information presented in the consolidated statement of operations reflects the revenues and costs
associated with this segment that management uses to make operating decisions and assess performance.

15. RELATED PARTY TRANSACTIONS

The Chairman and Chief Executive Officer of the Company is paid $16,875 monthly for dividends related to his
$2,250,000 investment in Series A Convertible Preferred Stock, Series B Convertible Preferred Stock, and Series C
Convertible Preferred Stock. He was paid $202,500 annually in dividends during 2006, 2005, and 2004, and $16,875
was accrued but not paid at December 31, 2006 and 2005.

The former President and Chief Operating Officer of the Company participated in the Series D Convertible
Preferred Stock series during June 2004 purchasing 300 shares of Series D Convertible Preferred Stock for a total
investment of $30,000. He was paid monthly dividends of $225, with approximately $1,250 paid during 2006 and $2,700
paid during 2005. He converted his shares during 2006 and no longer is paid dividends. In addition, he is the current
General Manager of First Sports, the buyer of the Company’s UK Subsidiary detailed in Item 8, Note 4, “Discontinued
Operations.”

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

/ None
/
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ITEM 9A. CONTROLS AND PROCEDURES"

Evaluation of disclosure controls and procedures

Based on their most recent evaluation, which was completed in consultation with management within 90 -days of
the filing of this Form 10-K, the Company’s Chairman, Chief Executive Officer, and Principal Accounting Officer
believes the design and operation of the Company’s disclosure controls and procedures (as defined in Rules 13a-15(¢)
and 15d-15(e) promulgated under the Securities Exchange Act of 1934, as amended (the “Exchange Act”)) were
effective as of the date of such evaluation in timely alerting the Company’s management to material information required
to be included in this Form 10-K and other Exchange Act filings.

Changes in internal controls

There were no significant changes (including corrective actions with regard to significant deficiencies or material
weaknesses) in the Company’s internal controls or other factors that could significantly affect these controls subsequent
to the date of the evaluation described above. '

ITEM 9B. OTHER INFORMATION

None




PART 1Y

ITEM 16. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

The information required by this item is incorporated by reference to information under the captions “Corporate
Governance and Board Matters,” “Proposal 1 — Election of Directors,” “Executive Officers,” and “Section 16{A)
Beneficial Ownership Reporting Compliance” of the Company’s Proxy Statement for the 2007 Annual Meeting of
Shareholders.

Code of Ethics

The Company has adopted a Code of Business Conduct and Ethics that applies to all of our directors, officers, and
employees. The Code of Business Conduct and Ethics is poslcd on the Company ] web site at www.firstwave.net under
the caption “Codes and Charters” under “Investor Relations.”

ITEM 11. EXECUTIVE COMPENSATION

The information required by this item is incorporated by reference to information under the captions “Corporate
Governance and Board Matters,” *Proposal 1 — Election of Directors,” and “Executive Compensation” (excluding the
section entitled “Certain Relationships and Related Transactions”) in the Company’s Proxy Statement for the 2007
Annual Meeting of Shareholders.

ITEM 12.. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS

The information required by this item is incorporated by reference to information under the caption “Beneficial
Ownership of Common Stock” in the Company’s Proxy Statement for the 2007 Annual Meeting of Shareholders.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information required by this item is incorporated by reference to information under the caption “Executive
Compensation — Certain Relationship and Related Transactions™ in the Company’s Proxy Statement for the 2007 Annual
Meeting of Shareholders.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required by this item is incorporated by reference to information under the caption “Independent
Accountants” in the Company’s Proxy Statement for the 2007 Annual Meeting of Shareholders.
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ITEM 15.

PART IV

EXHIBITS AND FINANCIAL STATEMENT SCHEDULES ’ e :

{a) The following documents are filed as part of this report:

1.

Financial Statehlents

Report of Independent Registered Public Accounting Firm
Consolidated Balance Sheet at December 31, 2006 and December 31, 2005

Consolidated Statement of Operations for the three years ended December:31, 2006 -

.

Consolidated Statement of Changes in Shareholders " Equity for the three years ended
December 31, 2006

Consolidated Statement of Cash Flows for the three year$ ended December 31, 2006

Notes to Financial Statements - e ‘

, . . . ! R J . v

Exhibits ! v o !

3.1  Amended and Restated Articles of Incorporation of the Com'pany. o

3.2 ° Amended and Restated By-laws of the Company (incorporated herein by reference to Exhibit 3(b)
of the Company’s Registration Statement on Form S-8 (Registration No. 333-55939)).

33 Aricles of Amendment dated Aprll 26, 1999 settmg forth the desngnanon of the Senes A
" Redeemable Preferred Stock. o

34 Articles of Amendment dated November 15, 2000 setting forth the designation of the Series B
Redeemable Preferred Stock.

35  Articles of Amendment dated July 18, 2001, setting forth the desngnatlon of the Series C
Convertible Preferred Stock * 7

3.6 Articles of Amendment dated September 7, 2001 setting forth certain revisions 1o Serles A and
Series B Convertible Preferred Stock. (4) ' : k

"3.7  Articles of - Amendmem dated September 12, 2001 settmg forth the one- for—three reverse

stock spiit. : :

3.8  Articles of Amendment dated June 11, 2004 setting forth the designation of the Series D
Convertible Preferred Stock®

4.1  See Exhibits 3.1 and 3.2 for provisions of the Amended and Restated Articles of Incorporation
and Amended and Restated By-Laws of the Company defining rights of holders of Common
Stock of the Company.

49  Second Amendment to the Firstwave Technologies, Inc. 1993 Stack Option Plan @2

4.10 Third Amendment to the Firstwave Technologies, Inc. 1993 Stock Option Plant

4.11 Fourth Amendment to the Firstwave Technologies, Inc. 1993 Stock Option Plan

4.14  Second Amendment to the Firstwave Technologies, Inc. Employee Stock Purchase Plan

4.15 Third Amendment to the Firstwave Technologies, Inc. Emplovee Stock Purchase Plan

4.16 Fourth Amendment to the Firstwave Technologies, Inc. Employee Stock Purchase Plan

10.1 Form of Series D Convertible Preferred Stock Purchase Agreement ©
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10.3

10.4
10.5
10.6

10.7
10.9

10.10
10.11
10.12

10.13

Lease dated January 30, 1988 between the Company and Atlanta Overlook Associates #3
concerning the Company’s principal offices located at 2859 Paces Ferry Road, Atlanta, GA,
as amended by that certain First Amendment of Office Building Lease dated as of
December 27, 1988 and as further amended by that certain Second Amendment of Office
Building Lease dated as of October 2, 1989, ©

Firstwave Technologies, Inc. Amended and Restated 1993 Stock Option Plan (incorporated
herein by reference to Exhibit 4(a) of the Company’s Registration Statement on Form S-8
(Registration No. 333-55939)), @

Tax Indemnification Agreement dated February 4, 1993 among the Company and certain of

. its shareholders.®

Form of Selective Distribution Agreement for International Distributors, v
Form of Software License Agreement.

Comput;:r Software License Marketing Agreement dated December 21, 1987 between the
Company and Co-Cam Computer Services, Pty. Ltd. ©

Third Amendment to Lease Agreement dated as of March 10, 1993 between the Company
and State of California Public Employees Retirement System relating to the Company’s
principal offices located at 2859 Paces Ferry Road, Atlanta, GA.”?

Fourth Amendment to Lease Agreement dated as of June 24, 1993 between the Company and
State of California Public'Employees Retirement System relating to the Company’s principal
offices located at 2859 Paces Ferry Road, Atlanta, GA.®

Fifth Amendment to Lease Agreement dated as of March 22, 1994 between the Company and
State of California Public Employees Retirement System relating to the Company’s principal
offices located at 2859 Paces Feiry Road, Atlanta, GA.*®

Sixth Amendment to Lease Agreement dated as of September 22, 1994 between the Company
and State of California Public' Employees Retirement System relating to the Company’s

* principal offices located at 2859 Paces Ferry Road, Atlanta, GA @

10.14
10.17

10.18
-

10.19°

10.20

10.21

10.22

Firstwave Technologies, Inc. Employee Stock Purchase Plan. (incorporated herein by
reference to Exhibit 4(a) of the Company’s Registration. Statement on Form S-8
(Registration No. 333-55971) @

Seventh Amendment to Lease Agreement dated as of January-20, 1998 between the Company
and State of California Public Employees Retirement System relating to the Company’s
principal offices located at 2859 Paces Ferry Road, Atlanta, GA.®

Eighth Amendment to Lease Agreement dated as of May 3, 1998 between the Company and
State of California Public Employees Retirement System relating to the Company’s principal
offices located at 2859 Paces Ferry Road, Atlanta, GA. ©

First Amendment to Firstwave Technologies, Inc. 1993 Stock Option Plan (incorporated
herein by reference to Exhibit 4(c) of the Company’s Registration Statement on Form $-8
(Registration No. 333-55939)). @

First Amendment to Firstwave Technologies, Inc. Employee Stock Purchase Plan
(incorporated herein by reference to Exhibit 4(b) of the Company’s Registration Statement on
Form 8-8 (Registration No. 333-55971})). @

Board of Directors Compensation Plan (incorporated herein by reference to Exhibit 4(b) of the
Company’s Registration Statement on Form S-8 (Registration No. 333-55939)),

Ninth Amendment to Lease Agreement dated as of February 3, 2000 between the Company

47




10.23
10.24
10.25

10.26

10.27
10.28
10.29

10.30

10.31
10.32
10.33
10.34

10.35
10.36

10.37
10.38
10.39
10.40
10.41

14.1

and National Office Partners Limited Partnership relatmg to the Company’s principal offices
located at 2859 Paces Ferry Road, Atlanta, GA.®

Tenth Amendment to Lease Agreement dated as of February 28, 2000 between the Company
and National Office Partners Limited Partnership relating to the Company’s principal offices
located at 2859 Paces Ferry Road, Atlanta, GA.®

Certificate of Designation of Series C Convertible Preferred Stock.

Registration Rights Agreement dated July 18, 2001 between the Company and Mercury Fund
No.l LTD and Mercury Fund 1I, LTD. @

Eleventh Amendment to Lease Agreement dated as of October 28, 2002 between the Company
and National Office Partners Limited Partnership relating to the Company’s principal offices
located at 2859 Paces Ferry Road, Atlanta, GA.®

Software License Agreement dated July 25, 2001, by and between Firstwave Technologies
U.K. Limited and Electronic Data Systems Ltd. "%

Software Development and License Agreement dated December 23, 2002, by and between
The Football Association Limited and Firstwave Technologies U.K. Ltd. ("°X!!

Software License Agreement dated September 2, 2002, between The Football Association and
Firstwave Technologies U.K. Limited. '

Letter Amendment dated February 10, 2004 amending the Software Development and License
Agreement dated December 23, 2002, by and between the Football Association Limited and
Firstwave Technologies U.K. Ltd¢'¥

Secured Loan Agreement in the amount of up to $1,000,000 dated July 29, 2003 by the
Company in favor of RBC Centura '3

Commercial Promissory Note in the amount of up to $l 000,000 dated July 29, 2003 by the
Company in favor of RBC Centura ¥

Waiver and First Amendment to Secured Loan Agreement dated July 29, 2003, by the
Company in favor of RBC Centura %

Second Amendment of Loan Agreement and Revolving Line of Credlt Note by and between
Firstwave Technologies, Inc. and RBC Centura Bank.

Company 2005 Stock Incentive Plan ¥

License Agreement dated Sepiember 30, 2005 between the Company and M1 Global
Solutions, Inc. @%

OEM/Outsourcing Agreement dated October 10, 2005 between the Company and M1 Global
Solutions, Inc. @

Stock Purchase Agreement dated June 3, 2005 between the Company and
AllAbowtTickets, LLC. @

License Agreement dated June 3, 2005 between the Company, Firstwave Technologies UK
Ltd, and AllAbowtTickets, LLC. @V .

Sublease Agreement dated October 24, 2005 between the Company and M1 Global
Solutions, Inc. 2

Intellectual Property Assignment Agreement dated May 5, 2006, between the Company and
Galactus Software, LLP®

Firstwave Technologies, Inc. Code of Business Conduct and Ethics @7
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21.1  Subsidiaries of the Company. -

23.1 Consent of Independent Registered Public Accounting Firm

31.1 Certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
32 Certification pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

(1) Incorporated herein by reference to exhibit of the same number in the Company’s Registration
Statement on Form $-1 (Registration No, 33-57984).

(2) Incorporated herein by reference to exhibit of the same number in the Company’s Form 10-K
for the year ended December 31, 1993.

(3) Incorporated herein by reference to exhibit of the same number in the Company’s Form 10-K
for the year ended December 31, 1994,

(4) Incorporated by reference to exhibits of the Company’s Definitive Proxy Statement dated August
17, 2001 for special meeting of Shareholders held on September 7, 2001.

(5) Incorporated by reference to Exhibit 3.1 of the Company’s current report on Form 8-K filed with
the Commission on June 18, 2004,

(6) Incorporated herein by reference to exhibit of the same number in the Company’s Form 10-K
for the year ended December 31, 1998,

(7) Incorporated herein by reference to exhibit of the same number in the Company’s Form 10-K
for the year ended December 31, 1997,

(8) Management contract or compensatory plan or arrangement required to be filed pursuant to
Ttem 14(c) of Form 10-K.

(9) Incorporated herein by reference to exhibit of the same number in the Company’s Form 10-K
for the year ended December 31, 1999,

(10) not used

(11) Incorporated herein by reference to exhibits attached to the Company’s Registration Statement
on Form 8-3 filed with the Commission March 18, 2003.

(12) Confidential treatment has been requested with respect to portions of this document pursuant to
Rule 406 of the Securities Act. The redacted portions of this document were filed separately with
the Securities and Exchange Commission,

(13) Incorporated herein by reference to exhibits attached to the Company’s Registration Statement
on Form S-8 filed with the Commission February 9, 2004.

(14) Incorporated herein by reference to exhibits attached to the Company’s Form 10-Q for the
quarter ended September 30, 2003,

(15) Incorporated herein by reference to exhibits attached 1o the Company’s Form 10-Q for the
quarter ended March 31, 2004.

(16) Incorporated herein by reference to exhibits attached to the Company’s Form 10-Q for the
quarter ended June 30, 2004.

(17) Incorporated herein by reference to exhibits attached to the Company’s Current Report on
Form 8-K filed with the Commission on June 14, 2004.

(18) Incorporated herein by reference to exhibit of the same number in the Company’s Form 10-K
for the year ended December 31, 2003.

(19) Incorporated herein by reference to Annex A filed as part of the Company’s Definitive Proxy
Statement dated May 6, 2005 for Special Meeting of Shareholders held on May 31, 2005.

(20) Incorperated herein by reference to exhibits attached to the Company’s current report on
Form &-K filed with the Commission on October 14, 2005.

(21) Incorporated herein by reference to exhibits attached to the Company’s current report on
Form 8-K filed with the Commission on June 9, 2005.

(23) Incorporated herein by reference to exhibits attached to the Company’s current report on
Form 8-K filed with the Commission on May 5, 2006.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly
caused this report to be signed on its behalf by-the undersigned, thereunto duly authorized.

FIRSTWAVE TECHNOLOGIES, INC.

Date: March 30, 2007 . ' By: /s/ RICHARD T. BROCK
Richard T. Brock
Chairman and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the Registrant and in the capacities and on the dates indicated.

Signature Title ' Date
/s{ RICHARD T. BROCK Chairman and Chief Executive Officer Date: March 30, 2007
Richard T. Brock {Principal Executive Officer)
/s/ ROGER A. BABB Lead Director ' Date; March 30, 2007
Roger A. Babb . V ,

/s/ 1. SIGMUND MOSLEY, JR. Director Date: March 30, 2007
I. Sigmund Mosley, Jr. )

/s/ JOHN N. SPENCER, JR. Director ' Date: March 30, 2007

John N. Spencer, Jr.
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EXHIBIT 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to incorporation by reference in the registration statements on Form S-8 (Nos. 333-112625 and 333-131631)
of Firstwave Technologies, Inc. of our report dated March 28, 2007, related to the audits of the consolidated financial
statements of Firstwave Technologies, Inc. as of December 31, 2006 and 2005, and for each of the years in the three year
period ended December 31, 2006, included herein.

CHERRY, BEKAERT & HOLLAND, L.L.P.

Atlanta, Georgia
March 28, 2007
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EXHIBIT 31.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER AND PRINCIPAL FINANCIAL OFFICER
PURSUANT TO RULE 13a-14(a)/15d-14(a), AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Richard T. Brock, Chief Executive Officer and Principal Financial Officer of Firstwave Technologies, Inc.
(the “‘registrant™), certify that: '

1. I have reviewed this annual report on Form 10-K of the registrant;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state
a material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual
repent, fairly present in all material respects the financial condition, results of operations and cash flows of the registrant
as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures
to be designed under our supervision, to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this annual report is being prepared;

{b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principals;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end
of the period covered by this report based on such evaluation; and

{(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the
case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting, and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors
(or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: March 30, 2007

By: {s/ RICHARD T. BROCK
Richard T. Brock
Chairman and Chief Executive Officer
Principal Financial Officer
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EXHIBIT 32

CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND PRINCIPAL FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

The undersigned certify, pursuant to 18 U.S.C. § 1350 as adopted by § 906 of the Sarbanes-Oxley Act of 2002, that:

(1) the Annual Report on Form 10-X of Firstwave Technologies, Inc. (the “Company”) for the annual period ended

December 31, 2006 (the “Report”) fully complies with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

(2) 1the information contained in the Report fairly presents, in all material respects, the financial condition and
result of operations of the Company.

Date: March 30, 2007

By: /s/ RICHARD T, BROCK
Richard T. Brock
Chairman and Chief Executive Officer
Principal Financial Officer
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